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You (Gant Duck the Future 


—I BELIEVE you have to do the obvious thing, the 
commonsense thing, and let the thing grow and let it 
develop. But you have got to start these things in the 
way that you can start them and trust at least a little 
bit to luck to help you out. 

I had a funny thing happen here one day on Fifth 
Avenue. I went into a book store and I picked up a 
little book on popular science. A young fellow came up 
to me and showed me some books. He didn’t know me 
and he said, “Don’t you think they have gone entirely 
too far on inventions? Don’t you think there ought to 
be a law prohibiting inventions?” 

I said I hadn’t thought of it at all. “What makes you 
think they ought to have a law to stop inventions?” 
I asked. 

He said, “The social stresses are too great with the 
modern inventions that we get.” 

I said, “What particular things strain you? What 
one?” 

He said, “For instance, great institutions have a lot of 
inventions and they are holding them back. You never 
know when they are going to let them go on you.” 

“For instance, what?” I asked. 

He said, “Diesel engines. The only reason they won’t 
put those on the market is because the oil companies 
won’t let them, because they will reduce the amount of 
oil that is used.” 


I said, “Did you ever see a Diesel engine?” 

He said, “No, I haven’t.” 

I said, “Does that put a strain on you?” 

He said, “Well, they might let a thing like that go at 
any time and it might upset some of my plans.” 

I said, “Have you got a warehouse here?” 

He said, “Sure.” 

I said, “Which would you sooner do, take down the 
telephone and ask for them, or walk down to the ware- 
house and get them? Which would be the least social 
strain?” 

He said he would rather use the telephone. 

I said, “You can take that same telephone and you 
can call Cambridge University in England and in almost 
the same time, you will get it. Now you are going to find 
out where the strain is. You haven’t got anything that’s 
worth saying to Cambridge University. That’s where 
the difficulty is.” 

It seems to me that, in all of this confusion, we lose 
this one elementary thing, and that is that it doesn’t 
make any difference what kind of a future you are going 
to have, you can’t keep from getting into it. Tomorrow 
is going to be tomorrow, and you have got to go along 
with it or jump off the bridge, or something like that 
which isn’t nice. 

—Charles F. Kettering, speaking on 
May 6 to a group of students. 
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Gibraltar seen from an American freighter which may soon be forbidden 
the Mediterranean, as British merchant vessels already are. The Rod 
stood unmolested during the World War, but this war moves faster- 
perhaps ultimately far wider—and with more direct effects on Americat 


industry of the sort anticipated in the article on page 140. 
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The Trend of Events 


SCRAP OF PAPER... . Holland and Belgium, long 
threatened by Nazi promises of non-aggression, are guil- 
ty of being in Hitler’s way and of possessing things that 
he can use. Their wealth is a goodly bit of loot. Their 
people would make efficient slaves for the German “mas- 
ter race.” Their homelands provide the most favorable 
route for German attack on England and France. And 
so Germany again, as in 1914, has made monstrous lies 


out of solemn pledges. 


Viewing this brutal invasion of two highly civilized 
small nations, we in the United States are stirred be- 
yond power of words to express—stirred but not particu- 
larly surprised. After what had gone before, each new 
Nazi deceit, infamy and brutality is merely more of the 
same. Sooner perhaps than the British, we have seen 
that Hitler could only be stopped by brute force equal 
to his own. 

It is the virtually unanimous hope of our people that 
the Allies can offer sufficient force to set the German 
hordes back on their heels in the crucial battle now raging 
in Flanders—a battle which may conceivably make it 
possible for Hitler to win the war within a matter of a 
few weeks or months. No matter how distasteful that 
thought is to us, the cold fact remains that it is impos- 
sible for us to provide the Allies with any greater as- 
sistance than we are now providing. 

The situation is not like 1917. The Allies have not 
exhausted their reserves of man power, supplies or finan- 


cial resources. Indeed, these have barely been touched. 
Britain’s mobilization particularly has a long way to go. 
Even if we were willing and prepared to get into this war 
—and we are not—we could not importantly augment 
Allied land forces except over a relatively long period; 
and Hitler is not waiting for that possibility. The Allies 
do not need our naval help and—having to keep a watch- 
ful eve on the Pacific—we could not provide it anyway. 
So far as possible American aid is concerned, this leaves 
only aircraft for consideration. We have already freely 
sold to the Allies as many planes as they have seen fit to 
contract for, and we have released for.them our latest 
types. It is certainly not our fault that even in this vital- 
ly important field—the one field in which prompt help 
could have been had in the one type of equipment most 
desperately needed—they have quibbled. moved with 
caution and wasted valuable time. The planes actually 
exported to them since their purchases started probably 
could have been at least doubled, had they initially tak- 
en maximum advantage of our aircraft potential by of- 
fering terms which would have speeded aircraft plant 
expansion. Time is the essence of the immediate Ger- 
man threat. It will succeed or fail within a period so 
short that not even the maximum possible output of our 
aircraft industry today could influence the outcome. 
This citation of the stark realities represents by no 
means a fatalistic conviction that Germany will win. 
With the cards down and the Allies certain to exert their 
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maximum effort, they have at least a chance. On the 
first great German drive in 1914 their situation was even 
more desperate than today—then came the stand at the 
Marne and nearly four years of stalemate. Perhaps his- 
tory will repeat. Perhaps after all Hitler is not invin- 
cible. The next few fateful weeks will tell us much. 


WE MUST GET READY ... Over the years between Hit- 
ler’s advent to power and his dictated triumph at Munich 
the MacDonald, Baldwin and Chamberlain governments 
in Britain—as well as a more numerous succession of 
French regimes—failed utterly to grasp the real signi- 
ficance of German re-armament under the most ruth- 
lessly efficient dictatorship in the history of the world. 
We in the United States simply can not afford to let our 
politicians make the same mistake. 

Of course, various New Deal officials, senators and 
representatives are now proclaiming that we must greatly 
speed up our national defense program. That is easier 
said than done. The first essential is to comprehend the 
difficulties, then map out the most effective and practical 
plan of action. The mighty German military machine 
has been some years in the building. To build it, all 
necessary capital and labor was ruthlessly regimented 
and, to the maximum possible extent, the entire German 
economy was geared to this single purpose. 

Until caught in actual war, it is difficult, if not impos- 
sible, for any democratic government to launch an “all 
out” armament program. Perhaps our inherent defen- 
sive advantages of geographical position, vast resources 
and flexible mass production industries make it unnec- 
essary for us to do so. But complacency and wishful 
thinking would be a grave risk and quite possibly a 
tragic mistake. 

The American people would not oppose much in- 
creased spending — or even special taxes — for needed 
national defense purposes. Relatively slow at best, ex- 
pansion of the Navy must be made less slow. The Army 
must be enlarged and equipped with the most modern 
weapons and facilities as rapidly as possible. Potentially, 
we could create the world’s most powerful air force more 
quickly than we could build up needed naval and army 
strength—and at less cost. This is one vital arm of 
national defense which could be strengthened without 
serious delay. We should immediately bend our efforts 
to a further, and radical, enlargement of our aircraft- 
producing facilities. If necessary, the Government should 
supply the capital and buy the output on a fair cost-plus 
basis. Only through experienced private managements 
—of which there are many in the field—can the required 
production be had in time. 


WAR FINANCING... John Maynard Keynes, the un- 
orthodox British economist, is not without honor save 
in Britain. In the United States his monetary theories 
have greatly influenced Government fiscal policy since 
1933. It is not surprising, therefore, to hear that his 
proposed “forced saving” scheme of war financing has 
been wholeheartedly endorsed by an important official 
of the New Deal, SEC Chairman Jerome Frank. 


The Keynes plan calls for a heavy graduated impost 





on personal incomes, only a part of which would be an 
actual tax, however, the remainder being regarded as a 
forced loan to be repaid by the Government in install- 
ments after the war. As Mr. Frank would apply the 
scheme here, the levy might range from about 2 per cent 
for large families with incomes of less than $1,500 to 75 
per cent for families or individuals with incomes of $100,- 
000 or more. The proportion of the payment to be con- 
sidered as a loan would be from one-half to three-quar- 
ters in the case of incomes of less than $5,000, declining 
to about one-tenth in the case of the highest incomes. 
Given a national income of around $80,000,000,000, Mr. 
Frank roughly estimates that these rates would produce 
revenues of about $10,000,000,000. 

Advantages of the plan claimed by the S E C Chair- 
man include: (1) partial compensation of the lower in- 
come groups for their wartime sacrifices and provision 
for them of a small post-war nest-egg that would prove 
an anti-deflationary source of purchasing power: (2) an 
increased ratio of savings to income where it is now very 
low and, advantageous partly from an economic and 
partly from a social standpoint, a decreased ratio where 
it is now very high; (3) a safeguard against rising inter- 
est rates, especially for Government obligations, which 
would result from war financing mainly through open- 
market Treasury issues. 

To give these points the comprehensively critical treat- 
ment they deserve would require all the remaining pages 
of this magazine. Short of that, it may be noted in brief 
that, with respect to point (3) above, any manner of 
war financing relying primarily on taxes rather than bor- 
rowing would circumvent the rise in interest rates that 
Mr. Frank fears and that this point cannot, therefore, 
be claimed as an advantage peculiar to the Keynes plan; 
moreover, with our current huge reserves of idle funds, 
such a rise would certainly not develop as readily in this 
country as it might in another. As for point (2), this in- 
volves Mr. Keynes’ over-saving theory of purchasing 
power deficiencies and the incidence of the business cy- 
cle; it has been the subject of many lengthy critiques 
and, in our opinion, has been thoroughly discredited. As 
to point (1), we would merely ask how these post-war 
repayments are to be made. In cash?—apart from the 
printing press, whence would it come? In credits against 
future tax receipts?—then where will the Government 
obtain its future tax revenues? In Government obliga- 
tions?—then why not issue them in the first place? 


CONFLICTING ANTI-TRUST AIMS ... At no time 
since the present Administration came into office has it 
been able to determine in its own mind just where it 
stands on the question of competition in business. The 
anti-trust approach and the “big stick” have always ap- 
pealed to it but, as reflected in N R A, the Guffey Act. 
the Miller-Tydings Act and other measures, it has also 
sought to curb competitive practices that it deemed s0- 
cially undesirable. 

There is no reason why the ideal of free competition 
cannot be revised to the extent of recognizing and dealing 
with practices not in the public interest, nor why a policy 
of this sort cannot be made workable. A first require- 
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ment, however, is that the policy itself be clearly formu- 
lated, that its precise aims be made evident and non- 
conflicting. Thus, apparently self-contradictory steps in 
its application could be reduced to a minimum, support- 
ing legislation would begin to assume some sort of un- 


derstandable pattern and the interpretative work of the 
courts would become less a matter of guess-work or per- 
sonal predilection. 

The problem is not an easy one but its reasonably 
satisfactory solution is one of our foremost current needs. 
A prosperous economy under the profit system depends 
upon two basic factors: first, reasonably good prospects 
for profits and, second, rules of the game that are clearly 
stated and that are not, in fundamental concept at least, 
subject to sudden and frequent change. It is in the lat- 
ter connection that a better formulation of Government 
anti-trust policy could be immeasurably helpful. 


LOST—A TRANSPORTATION POLICY... At about 


the time when war developments took eyes off Congress, 


the House succumbed to a combination of forces and 
sent the omnibus transportation bill back to committee 
for further study—without the euphemism, killed it for 
this session. The bill had a tendency to sprawl and it 
went only part way along several very obvious paths, 
but it had appeared to be the germ from which a na- 
tional transportation policy might quickly grow. At 
least it represented years of work and a long succession 
of compromises, brought domestic water carriers with 
certain exceptions under I C C control, set up a body to 
study coordination, repealed the “land-grant” freight 
rates, and broadened the powers of the R F C to lend 
financial help to solvent but struggling railroads, among 
other provisions. 

Rail labor split on the bill, exerting its tremendous in- 
fluence at cross-purposes, but the farmers were against it 
unless it provided reduced rates for agricultural exports, 
and the water carriers were naturally opposed. The 
farmers carried the day and the hope of a unified trans- 
portation policy for the country is postponed. 





Questions 


Has American farm income gained or lost on 
balance during the war to date? 

Excluding raw cotton, exports of which recorded a gain 
of 123 per cent, shipments of farm products abroad in 
the first six months of hostilities declined 23 per cent 
from the like 1938-39 period. On the other hand, domes- 
tic (and world) agricultural prices have reached the 
best levels in some time, stimulated directly by the war. 
Wheat was 65 cents a bushel in August—is $1.09 now; 
corn was 42 cents—is 69; lard was 5 cents—has re- 
cently been above 8. Tobacco has been the unique suf- 
ferer so far as price goes, and that was under bearish 
influences before war broke out. All in all, farm income 
appears the gainer by the war, but domestic consumers 
have obviously helped to foot the bill. 


Is the break in sterling likely to damage our world 
trade position sufficiently to bring about another 
devaluation of the dollar? 

There are really two questions here, neither of them 
simple. First—assuming that the “official” sterling rate 
is not extended to all English transactions abroad—is the 
cheaper pound injurious to our foreign trade? Second— 
is the injury, if any, the forerunner of steps to heal it by 
marking down the dollar? 

Under normal conditions of a steady price level and a 
large potential surplus of exportable goods, England 
would be driving us out of every market in both hemis- 
pheres. But British prices are way up since the war be- 
gan and moving higher, despite efforts to control them, 
with the result that it costs manufacturers there more 
in pounds to pay their workers and buy their raw mate- 
rials. They could not long sell abroad at the same prices 


of the Day 


in pounds without sacrificing profit margins partially or 
entirely. And in addition, there is the prospect that 
British industry will now be called upon for even greater 
war efforts, leaving little capacity for such peacetime 
necessities but wartime luxuries as exports. 

Nevertheless, although the injury to our trade may be 
negligible for the moment, there is one thought to bear 
in mind on this currency problem. To us it appears that 
sterling is sinking. Actually, however, every major cur- 
rency in the world has been on the way downward in 
terms of the dollar for some time, and it is far nearer the 
truth to say that the dollar is rising than that franes or 
pounds or ven have been falling. Possibly the adjust- 
ment burden will for that reason fall on the dollar rather 
than on any other currencies. 


Will Germany's move into the Low Countries 
cause more forceful action here in regard to build- 
ing up stocks of strategic materials? 

As one of the most vital concerns of our national de- 
fense policy, it seems certain that our protection will be 
increased in regard to commodities necessary for war and 
industrial life but lacking on this continent. The Treas- 
ury Department has spent $10,000,000, plus $3,000,000 
under contract, plus $9,000,000 provided in the new ap- 
propriation bill for buying such materials as rubber, tin, 
quinine, antimony, tungsten and chromium. Congress 
has been niggardly in providing funds for what might 
very well prove one of the few profitable investments the 
Government has recently made. It is too early to say 
that the invasion of Holland threatens to shut off sup- 
plies from the Netherlands East Indies, but in any event 
it should waken a few political minds to the possibilities. 
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What Today’s Market Reveals 


With war uncertainties dominant we counsel against 
panic liquidation and recommend that available buying 
power be held in reserve for a possible decisive oppor- 
tunity when and if the news turns in favor of the Allies. 


BY A. 


i assumption that intensified war on the western 
front would galvanize the stock market into bullish ac- 
tivity—an assumption of which we have for some time 
been increasingly skeptical—proved unfounded when the 
test came. 

This assumption apparently rested on the more or less 
complacent theory that large scale action by either side 
probably would fail to prove conclusive, that the war 
would go on for a long time—involving much increased 
war orders for American industry—and that the Allies 
eventually would win. 

The nerves of investors and speculators. however, had 
been to some extent frayed by the exhibition of the Ger- 
man army’s efficiency in the Norwegian blitzkrieg cam- 
paign and by the Allies’ overwhelming defeat. Hence the 
general reaction to Hitler’s sudden powerful assault on 
the low countries was not so much surprise as dismay, 
uncertainty and foreboding. 

There was no semblance of panic. On last Friday, day 
that the news broke, erratic hour-to-hour gyrations re- 
sulted in a net decline of 2.84 points in our daily average 
of 40 representative industrials and 3.40 points in the 
Dow-Jones industrial average, despite substantial gain 
in a minority of direct war babies. In other markets the 
reaction was much as might have been anticipated. 
Speculative commodities, especially wheat, rubber and 
tin, advanced sharply. Foreign exchanges and foreign 
bonds broke severely. Domestic bonds were easier. 

Saturday brought some quieting of nerves, continued 
extreme irregularity and no significant net change in 
the averages. As this is written the new week has begun 
with the market still jittery, veering at frequent inter- 
vals with the news ticker reports and rumors, but with 
the general trend down. 

At the lowest closing level to date our industrial aver- 
age has penetrated its previous 1940 low by a small mar- 
gin, our broad weekly index has made a new 1940 low 
by a small fraction of a point, while the Dow-Jones in- 
dustrials and rails are at decisive new hourly lows at this 
writing. Volume has been largest in periods of weakness. 

Normal reasoning as to the trend implied by purely 
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technical indications cannot be safely applied to this 
situation, although weakness has been accentuated by 
Dow theory selling. For the present it is a market domi- 
nated by the shifting news reports of the progress of the 
German drive, and as long as the outcome of this battle 
hangs in the balance it will be the chief influence operat- 
ing on investment and speculative emotions. Hence in 
this setting it is as literally impossible to forecast the near 
term market developments as it is to forecast the day to 
day or week to week fortunes of the war. 

Confronted with this problem, our advice is to sit 
tight; to avoid liquidating sound securities in panic fear; 
to hold available buying power in reserve; and to watch 
alertly for a possible decisive buying opportunity when 
and if the war news takes a clarifying turn in the hope- 
ful direction. 

If the present German drive is halted the implications 
would unquestionably be bullish. Gone would be the 
nightmarish fear of an invincible Nazi power. The emo- 
tional release would be tremendous. With our business 
trend already definitely upward again, thoughts would 
turn to inevitably increased war orders, to the certainty 
of a much enlarged armament program in this country, 
and to a protracted and generally inflationary war—with 
fears much reduced as to either our ultimate direct in- 
volvement or a later conflict involving us with a vic- 
torious Germany. 

But unless and until the Allies demonstrate that fears 
of a relatively speedy German victory are groundless, we 
have a much more uncertain and jittery picture. 

Somewhat belatedly Americans are realizing that this 
is something more than a war between rival European 
imperial systems. It is that to be sure, but on the Ger- 
man side it is also a war with objectives as revolutionary 
as Communism itself and a much more serious threat 
to such free capitalism as still survives in this world than 
is Russian Communism for the simple reason that it is 
more dynamically efficient. Uncertainty as to whether 
Germany can or cannot deliver a knockout blow against 
England within a relatively short time, naturally puts 
the matter of future war orders in doubt and raises 
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some longer term contingencies which capital available 
for placement in the stock market can scarcely view with 
equanimity. Excepting a possible minority of stocks 
regarded as direct beneficiaries as long as the war lasts 
—with such stocks showing only fair resistance as this 
is written—the natural effect is a contraction of invest- 
ment and speculative demand, leaving a thin market 
threatened by the eroding force of even a modest volume 
of frightened selling. 

Although a big United States armament expansion is 
a foregone conclusion and will tend to support business 
activity, its significance to the stock market—depending 
importantly on the method by which it will be financed— 
cannot be forecast with complete conviction from our 


present limited perspective. Especially in the wealthy 
East, much more concerned with the war and post-war 
contingencies than the interior, people are wondering 
about a third term for Mr. Roosevelt, about an arma- 
ment plan that might take us much further into indus- 
trial regimentation than the New Deal has heretofore 
taken us, and about increased or special taxes that 
might take much of the bullishness out of armament 
or war profits. 

In any event the one certainty of today is a momen- 
lous uncertainty, which tends to limit timid capital’s 
demand for everything save cash and to keep the pru- 
dent so far as possible on the sidelines. 

—Monday, May 13. 
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How About Willkie? 


BY E. K. T. 


; greatest phenomenon of current politics is the 
sudden and widespread mention of Wendell L. Willkie 
as a presidential possibility. Without any announce- 
ment by himself, without any campaign machine, with- 
out any publicity build-up, the dynamic, 48-year-old, 
utility executive is enjoying a spontaneous boom for the 
Republican nomination. All over the country people— 
and not alone businessmen—are saying: “I’d like to see 
Willkie President, but I’m afraid he couldn’t be nomi- 
nated and elected.” 

Why this desire, and why this fear? 

All who have met Wendell Willkie or have heard him 
speak are impressed with his vigor and force, his frank 
and friendly manner, his clear thinking and able powers 
of expression. He combines the mien of a statesman 
with the platform manners of a demagogue, and is a 
match for any politician in the business. A successful 
lawyer and head of a big business, he has the legal and 
executive qualifications for the presidency. Add to that 
the fact that he is a small-town Indiana boy who worked 
his way up to national prominence and that by most 
standards he has a liberal outlook—certainly he has al- 
ways been more liberal than his associates at any time— 
and Willkie appears to combine all the desirable char- 
acteristics of a campaigner and of a government official. 

A lot of other men have these characteristics without 
ever being “mentioned” for the White House. But Will- 
kie has come into prominence by his speaking, writing 
and maneuvering against the New Deal at a time when 
business men generally and utility executives in particu- 
lar were very much in the dog house of public opinion. 
He has not fought the New Deal blindly; in fact, he has 
angered some of his associates by his acceptance of parts 
of the administration program, but he has doggedly 
stood up for the rights of business and demanded fair 
play by the government in competition and regulation. 
His Commonwealth and Southern company bore the 
brunt of TVA competition, and after a long struggle he 
induced TVA to make a deal buying out certain of his 
properties instead of duplicating them at taxpayers’ ex- 
pense. Thus he emerged as a champion of the liberal 
business viewpoint—liberal because his opposition to the 
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administration was selective and made sense and because 
he was way ahead of his time as a utility executive. He 
fought the Insulls and the Hopsons before the New Deal 
did, rid his company of banker control, and used the 
holding company device to benefit his stockholders and 
consumers instead of the financiers. New Dealers admit 
there would be no holding company “death sentence” 
today if all companies had been run like C&S. 

Here, then, is a man with the personal qualifications 
of a candidate and a president and who represents the 
business viewpoint at a time when the country appears 
to be swinging to this viewpoint and demanding that 
government be more businesslike and that business be 
given a chance to develop. Willkie’s theme song has 
been just that. His views strike a popular response and 
his personality is magnetic. Why, then, the fear that 
he could not be nominated and elected? 

In the first place, Willkie says he is not a candidate, 
though he admits he is receptive and he certainly acts 
like a candidate. But to be elected President a man 
must first be nominated, and to be nominated he must 
have a majority of the convention delegates. Willkie 
has no organization out in the states lining up delegates, 
while several active candidates are working tooth and 
nail to corral all possible convention votes. The light- 
ning seldom strikes just because a man has erected a 
lightning-rod, as Sen. Vandenberg has discovered. It is 
possible that the G. O. P. convention may be dead- 
locked and turn to a man who has made no open cam- 
paign, but unless somebody goes out and gets some 
delegates pledged to Willkie the chances are his name 
will not even be presented. 

In the second place, Willkie has never held elective 
office, and his dealings with people have been those of a 
business executive. He might have Hoover's tragic 
difficulties in dealing with politicians and Congress. 
Against this can be cited his life-long love of and amateur 
dabbling in politics, on college campus, when his law 
partner was Ohio state senator, as a delegate to the 
1924 Democratic national convention, and his constant 
contact with politicians in running a utility business. 
Still it is an established, though not hard and fast, tradi- 
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tion that high political oftice goes to a man who has 
proved himself in politics. (There is no little talk that 
the next Republican president should appoint Willkie 
secretary of commerce to give him a four-year appren- 
ticeship to fit him for the White House.) 

Furthermore, Willkie is not only a Wall Street big 
business executive, but leader of the public utility in- 
dustry which liberals have painted as the most blackly 
reactionary and anti-social of all big business. Associa- 
tion with Wall Street is supposed to be political suicide. 
Does Willkie’s personal business record make him an ex- 
ception, or has the pendulum of popular opinion swung 
sufficiently back to permit acceptance of a business man 
in high office? Political dopesters are wondering. 

One more handicap is the fact that Wi!!kie was a life- 
long Democrat and voted for Roosevelt in 1932, though 
he bolted in ’36 and registered Republican in ’38. Even 
though his Democracy was of the Jeffersonian type, 
dyed-in-the-wool Republicans are apt to view him as a 
political renegade and to prefer to reward the party 
faithful. 

But all these objections to Willkie are rooted no 
deeper than political expediency and tradition. They 
can be overcome and, indeed, turned into campaign as- 


Here is a chance for the Republicans to offer a 
candidate with real ability whose position on both do- 
mestic and foreign issues has been set forth unequivocally 


sets. 


in many speeches and articles. If the country is tired 
of master politicians, here is a forthright business type of 
executive. If the country wants the government to free 
business of all restraints except the minimum of regula- 
tion, here is a man who knows from experience just what 
should be done. The novelty and political courage in 
nominating a business executive might in itself have a 
wide popular appeal. Willkie’s party switch might rally 
liberal Republicans and conservative Democrats in a 
sort of “national government” movement. Add_ to 
this Willkie’s personal magnetism and platform ability, 
and a campaign manager would have material to con- 
jure with. 

Does Willkie have a chance? Not as the political 
game is usually played. But if the active candidates 
get deadlocked, and if the politicians keep out of a 
smoke-filled room, and if his spontaneous snow-balling 
publicity continues, and if the G. O. P. delegates have 
the vision to defy tradition—then the nomination may 
well go to Wendell L. Willkie. Stranger things by far 
have happened in American politics. 





CAPITOL BRIEFS 


Adjournment in three weeks is goal of Congress leaders. 
Congress is in a scuttling mood, and not much legisla- 
tion will get by. Scheme is to let controversial bills 
pass one house and be bottled up in the other so that 
members can point to their voting 
records for campaign purposes. Even 
if war should prolong the session or 
cause a special one, this tendency to 
put politics ahead of business will 
continue. 


Democratic convention will as- 
semble prepared to  renominate 
Roosevelt unless he refuses earlier, 
which seems unlikely. Best guessers 
think he wants the nomination of- 
fered him and will refuse it then. 
New Dealers continue to work for a 
third term, but there is a growing 
and undefinable feeling throughout 
Washington that Roosevelt will not 
he President next year. 


Secretary Hull is being talked up 
more and more as the only “logical” 
or “available” candidate to satisfy 
all branches of the Democratic 
party, and it is felt he will serve 
despite his age and personal desires. He runs surprisingly 
strong in polls, significantly showing up better than 
Roosevelt. The assumption is it would be easy to name 
a young New Dealer as Hull’s running mate. As alter- 
nate choices, dopesters give no chance to McNutt, 
Garner or Farley. but give Wheeler some hope. 


Wide World Photo 
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Wendell Willkie—a match for any poli- 
tician in the business. 


Mexican reply on oil is unsatisfactory to State Depart- 
ment but nothing very vigorous will be done about it. 
Now that Sinclair group has settled out of court, Mex- 
ico’s hand is much strengthened in efforts to impose its 
payment terms on other companies, 
and its program of expropriating 
American property shows no signs 
of weakening. 


Farm credit revamping bill will not 
get through as drafted, partly be- 
cause of Congressional ire over Wal- 
lace’s lobbying methods, but an- 
other cut in farm mortgage interest 
rates may be substituted. Adminis- 
tration is definitely working for 
lower interest rates for both farm 
and home mortgages—an inflation- 
ary trend. 


TNEC has practically suspended 
until after elections. Recent hear- 
ings on technology and unemploy- 
ment got a little too political as 
labor and capital argued, and pro- 
posed “free-for-all” hearings prom- 
ised to be worse. A few more staff 
studies will be presented in the fall, 
including another attempt by Federal Trade Commission 
to hang something on basing point pricing in the steel 
industry. 


Walsh-Healey law setting wages for government con- 
tracts can’t be touched by (Please turn to page 192) 
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Wide World Photo, passed by French censor. 


Spreading War— 


Effects on Industries 


Was is a different proposition today from any time in 
the past primarily because the war machine has devel- 
oped its mobility to the point where it is practically a 
new quality. When armies carried out their “lightning 
attacks” in the old days they were actually slow, pon- 
derous surges that succeeded only because the defense 
was also slow. Conflicts could be localized—in a sense 
isolated from the lives of those not engaged in the fight- 
ing. When they did spread, it was a matter of months 
and years, during which everyone was given oppor- 
tunity to adjust themselves to the new circumstances. 

If the speed and mobility of today’s ar- 
mies had been completely comprehended, 
invasion of Norway and the Low Countries 
would not have been such thunderous sur- 
prises. Perhaps the shock will make more 
Americans willing to face the facts—that 
war can spread now as it could never be- 
fore, and that the process means definite 
changes for industry even in this neutral 
country. The generals have new weapons 
and they are in the nature of things likely 
to use them. 

It was possible to see all this before the 


140 





Scandinavian demonstration. Not only the military 
moves but the economic consequences for the United 
States were visualized in these pages months ago—the 
effects on the paper industry and on shipping most par- 
ticularly. And it is still true that barring a sudden end- 
ing, the war is in its preliminary stage with the worst yet 
to come. The one thing we had no right to expect, or 
rather to rely upon, was that the conflict would remain 
docile between the Westwall and the Maginot Line. 

The damage that has been done in Scandinavia is al- 
ready fairly complete. Although Sweden has not been 
overrun, the Nazis have her in a spot which 
makes it practically impossible for her to 
deny them any materials she can supply. 
In addition to threatened military pressure. 
Sweden is entering into a period of the cruel- 
est economic strain, certain to sacrifice her 
high living standards even though every ef- 
fort is made to trade with Germany on any 
terms. In the present setting Swedish steel 
will not reach England, and she is in the 
always uncomfortable position of having 
only one customer. 

Before the war began Germany was get- 
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ting about 40 per cent of her iron ore from Sweden. 
Now that she is shut off from many other sources of 
supply, including the United States, France and Spain, 
the importance of Swedish iron has risen enormously. 
It is the real key to the Norwegian campaign. The 
Allies’ success or failure in the Narvik region, which is 
opposite the Swedish iron mines, will determine the ef- 
fectiveness of the German move into Scandinavia. 

So long as the Nazis dominate the situation among the 
northern Baltic countries, the English will feel several 
important pinches. They can and will buy steel from 
the United States. A good part of the current rise in 
steel exports is to South America. The U. S. Steel Corp. 
reported that 13 per cent of its first quarter output was 
shipped abroad and the percentage is undoubtedly much 
higher now. But so far the real demand for steel by 
the Allies has hardly been felt. It is not likely to be 
delayed much longer. 


Scandinavian Countries 


Norway, Sweden, Finland and Denmark have a total 
population of only about 17,000,000, but they transact 
a foreign trade far out of proportion to their numbers. 
Their relatively high living standards depend upon ac- 
tive trade with the rest of the world. Of total world 
exports of paper they normally supply half, of chemical 
pulp three-quarters, and similarly large percentages of 
butter, eggs and bacon. England will be forced to turn 
to Canada for substantial quantities of these products 
and the change in supply conditions will affect prices 
within the United States as it already has in pulp and 
paper. 

These same countries are good customers of ours, so 
that we will lose as well as gain from their elimination. 
In the first six months of the war they bought goods 
valued at $115,000,000 from us and sold us $51,000,000 
worth. Paper and wood pulp were our most important 
requirements of the Scandinavian countries, while we 
sold them automobiles and petroleum products. We 
can do without them as customers better than we can 
as suppliers, since increased demands from the rest of 
the world can easily make up the loss of some 5 per 
cent of our exports. 

The bottling up of the Scandinavian nations, how- 
ever, has an indirect consequence which may be of con- 
siderable importance. Our trade with South America 
depends upon the ability of customers down there to se- 
cure foreign exchange from other customers of theirs. 
Otherwise we could hardly hope to continue year after 
year selling them more than we buy from them. South 
America can no longer expect to do a normal business 
with the Scandinavian area, and to that extent its 
ability to buy from the United States will be diminished, 
although there are obvious offsetting factors. 

Possibly more important to the United States and 
other neutrals than any other single result of the Ger- 
man move into Scandinavia is the effect on the shipping 
situation. Norway alone owns close to 5,000,000 tons 
of merchant vessels and the four nations together about 
8,000,000 tons or about one-eighth of the world fleet. 
A good part of this total is now eliminated, with the 
Danish merchant marine of more than 1,000,000 tons 
technically an enemy of the Allies, and the Swedish fleet 
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ordered out of the war 
zone. With the Ger- 
man fleet out of the 
picture and the con- 
voy system slowing 
participants as much 
as 50 per cent, the 
strain on shipping fa- 
cilities is growing 
more serious every 
day. Rates have risen 
as much as 500 per 
cent since the begin- 
ning of the war and 
they are playing a 
vital part in world prices. Shipbuilding companies, as well 
as the suppliers of the machinery that goes into vessels, 
will find their market in a phenomenal growth phase. 

When the British abandoned the Mediterranean as 
the route for their shipments from the Near and Far 
East they intensified this trend. Thousands of miles 
are added to the travels of many important products. 
It is doubtful if shipping facilities can stand the strain 
without forcing new arrangements for English supplies. 
Suddenly, for example, the possession of rich oil re- 
sources in Iran and Iraq, becomes less comforting. The 
chances appear excellent that the Allies will turn to 
other petroleum sources in the near future. 

American oil exports have been disappointingly small 
since the start of the war, but a different complexion is 
now becoming visible. However, it must be remembered 
that distance and speed are the key factors and Vene- 
zuela has a substantial edge on the United States be- 
cause it lies 900 miles closer to the Channel than our 
Gulf ports from which shipments would naturally take 
place. Offsetting this is the probability that the United 
States will supply gasoline and other refined products 
directly to the English and French. Support for the 
view that England will shortly turn to this hemisphere 
for oil is lent by the terms of a recent arrangement by 
the Anglo-Iranian Oil Company, controlled by the 
British Government, to sell Japan 1,000,000 barrels of 
Persian oil. If the output of these fields can be turned 
in a different direction, the Allies will be free to fill their 
requirements from territories thousands of miles nearer 
home. 

Most of the large American oil companies have fields 
in other parts of the world as well as the United States. 
In the case of the largest units, their representation in 
the Near East and the Far East makes it quite likely 
that they will suffer losses partially offsetting whatever 
gains come from increased European purchasing in the 
Americas. Socony-Vacuum, Royal Dutch Shell, 
Standard Oil of New Jersey and Texas Corp. are in this 
position. Producers with South American interests, 
such as Creole, Gulf, International Petroleum and Pan- 
tepec would be helped, as would companies with large 
refining capacity along the Atlantic and the Gulf. 

The shipping situation may have a very direct effect 
on other commodities. In the last war wheat rotted on 
the docks in Australia while the Allies pushed the price 
sky-high in the United States. Mere existence of sur- 
pluses in individual commodities is no assurance against 
shortages at the point where they are needed badly and 


THE SECOND WORLD 
WAR IS DUPLICATING 
THE BUSINESS DISTOR- 
TIONS OF THE FIRST— 
EXCEPT THAT IT MOVES 
FASTER, HITS HARDER. 


BY JOHN LLOYD 
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Wide World Photo 


Rotterdam Airport—one of the first points of attack in the German invasion of the 


Netherlands. 


quickly, almost without regard of the price to be paid. 
If the Mediterranean should remain closed to British 
shipping and should become the scene of war which 
would eliminate the major neutrals, some effect might 
be noticeable in the American tobacco industry. Eng- 
land has been mothering the Turkish and Greek growers 
at the expense of her normal American suppliers, and 
the United States has been forced to step in with loans 
to prevent the local tobacco situation from going en- 
tirely to pieces. Options have been granted to the Brit- 
ish on tobacco held under these loans, but they are 
anxious to preserve Turkey’s financial strength and are 
holding off on further American tobacco purchases. Ac- 
tive warfare at the eastern end of the Mediterranean 
could conceivably cut off those supplies and force both 
England and France back into the American market. 


Italy and the Mediterranean 


Spread of the war more actively to the Mediterranean, 
the Balkans or the Near East would intensify certain 
effects already being felt. If it eliminated Italy as a cus- 
tomer for the United States the loss would not be very 
serious. We sold that country less than $59,000,000 
worth of goods last year and bought $39,000,000 worth. 
Olive oil is the only important commodity we should 
have difficulty in securing elsewhere. 

Although Italy is a large buyer of coal, sales of that 
commodity to her by the United States have dwindled, 
and Italy has come to rely on Germany or England, 
whichever can supply her. Transportation difficulties 
and war demands for labor have put a strain on German 
coal exports, and in normal times the United States 
might expect quite an increase in its share’ in supplying 
Italian coal needs. Closing of the Mediterranean, how- 
ever, would kill this possibility. It would also remove 
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us from our number two posi- 
tion in both Italian export and 
import trade. American exports 
to lose in this way would be a 
few such as cotton, petroleum, 
scrap iron and _ steel, copper, 
lumber and wheat. As already 
noted, no imports vital to the 
United States are jeopardized 
by the threat of shutting off 
Italian trade. 

Among the industries which 
would feel the loss of Greek and 
Turkish trade, if war should 
spread to that region either 
through the Baltics or by way 
of the Mediterranean, are the 
truck manufacturers, tires, ma- 
chinery, iron and _ steel, lubri- 
cating oil, radios and other mis- 
cellaneous manufactured goods. 
Among commodities exported to 
Greece in quantity wheat is nor- 
mally the most important. To- 
bacco and olive oil are our major 
imports from these countries. 

Trade with the nations of 
southeastern Europe—Rumania, 
Yogoslavia and Bulgaria—has never acquired great im- 
portance to the United States, either in the values in- 
volved or in strategic materials. Nevertheless, their 
entanglement would serve to restrict further the areas 
to which peacetime machinery and manufactures could 
be directed and to reduce the facilities of merchant ship- 
ping. Spain, at the other end of the Mediterranean and 
connecting seas, was of minor importance to the United 
States before its commerce was disrupted by civil war. 
Cotton was its largest requirement from this country, 
with oil, automobiles and accessories following, while it 
was a major source of our cork supplies. 


Switzerland and Low Countries 


Since Switzerland is not ordinarily a large buyer of 
United States goods and supplies us with no materials 
of strategic importance, the spread of war to this tradi- 
tional neutral contains no threats of consequence to 
American industry. The chances are rather in the other 
direction; Switzerland is an importer of raw materials 
and an exporter of finished manufactures, in which she 
has given us some competition throughout the world. 
Furthermore, the invasion of Switzerland, however 
brutal, does not contribute to the paralysis of shipping 
which is one of the most direct threats to international 
trade in this war as it was at various times during the 
last war. 

Belgium, ranking thirteenth last year as a buyer from 
this country and tenth as a seller to us, was a consumer 
of American grains, cotton and automobiles. Its exports 
to this country included diamonds (with the industrial 
supply on hand reported to be amply protective against 
a war shortage), some chemicals and cement. Disrup- 
tion of the nation’s normal industries will undoubtedly 
help the American chemical industry to a certain ex- 
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tent, but the effect may be more 

marked in cement. The cement 

industry has long been a domes- L 
tic one, with imports small in “4 
relation to total United States 
consumption and confined to the 
Atlantic seaboard in their scope. 
There has always, however, been 
the threat of Belgian imports 
hanging over the heads of do- 
mestic producers as a limit to 
prices, and the marginal and ap- 
parently unimportant transac- 
tions of this nature tend to domi- 
nate the price situation. Faced 
with declines in Government 
building programs, the cement 
producers have had none _ too 
favorable an outlook. But if 
Belgian cement were to be with- 
drawn completely from world 
markets as a result of the inva- 
sion now going on, the effect on 
cement quotations would almost inevitably be a firm- 
ing one, perhaps sufficiently to bring about a radical im- 
provement in the profit margins of domestic factors in 
the industry. 

The Netherlands ranks sixth in the list of countries 
to which we export, accounting for roughly the same 
type of products as in the case of Belgium. Our im- 
ports from Holland are not important, but here again a 
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Holland's Queen and Belgium's King face a common enemy. 
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if Germany moves rapidly, coast defenses such as above may be turned on the Allies. 


very substantial part of the world’s ocean transporta- 
tion is involved, and anything that theatens shipping 
has the double effect of hampering all trade and bright- 
ening the immediate outlook for American ship builders 
and operators. International trade of the Netherlands 
is naturally directed in channels between the mother 
country and her rich colonies. Holland’s importance in 
world industry and finance are hardly measured by the 
figures on her trade with the United States and other 
leading countries, since much cf her business is in bank- 
ing, investment and finance. 

Both the Netherlands and Switzerland have built up 
their investments in the United States to the point where 
any sudden liquidation could have important effects on 
our internal situation, not only in directly affecting Wall 
Street but in depressing industry’s nerve system. At 
the start of the war the Federal Reserve Board estimated 
Dutch holdings of American common stocks at $270 
millions, of preferred stocks at $25 millions, and of bonds 
at $175 millions, or a total of $470 millions aside from 
direct investments, gold reserves and dollar balances. 
During the first five months of the war the Dutch ac- 
tually increased their holdings of American securities by 
slightly over $8 millions, but since then they have re- 
portedly sold on balance. The Swiss held $375 millions 
in American securities at the beginning of the war, with 
a larger proportion of commoi: stocks than the Dutch. 
Their net purchases in the first five months of war 
amounted to almost $37 millions, and no definite reports 
of large scale liquidation have since come to hand. 


The Far East 


Should war spread to the Pacific, encouraged by the 
invasion of Holland to strike at the Netherlands Indies, 
rubber, tin and oil would all be affected. Our most vul- 
nerable spot is rubber, supplies of which are by no means 
large in this country. Even the American companies 
which own substantial parts of their supply sources, as 
U. S. Rubber for one does, would be in immediate dif- 
ficulties. The ownership of the material, in other words, 
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would not help unless supplies could actually 
be transported. A squeeze could hardly fail 
to develop under such circumstances, created 
by a rising rubber market and consumer re- 
sistance to accompanying jumps in retail 
prices. Quotations might go through the roof 
even in face of satisfactory substitutes for the 
material, since production facilities for the 
latter are by no means adequate. 

Blocking of the supply of natural rubber 
from the Netherlands Indies for any cause 
could create and kill industries within this 
country. The various rubber substitutes 
would be given the encouragement to accom- 
plish a decade’s growth in a year. Reclaimed 
rubber would assume new importance over- 
night. The areas in Central and South Amer- 
ica suitable for growing rubber would cer- 
tainly receive more intensive cultivation, even 
though little could be done to hurry nature. 
This in turn would step up the importance 
of such areas as customers for American 
products. 

Somewhat the same results would accom- 
pany interference with the supply of imported 
tin. Bolivian mines would benefit, and al- 
ready this country is taking steps to handle 
its own refining rather than leaving it for the 
English. Aluminum, nickel and silver would 
be given the chance to compete as substitutes 
for tin. Among the outstanding results, too, 
would be additional impetus for the paper 
container industry and for the synthetics like 
Pliofilm which do the work of the tin can. 
The glass industry has an obvious stake in 
the tin problem. 

Corn growers and refiners in the United 
States have competed up to now with duty- 
free imports of tapioca starch from Java. 
Any move that served to drag the Nether- 
lands East Indies into the war would auto- 
matically improve the position of the Ameri- 
can farmers and the manufacturers of corn- 
starch. Sumatran tobacco is of some impor- 
tance to domestic cigar makers; spices and tea 
would be missed; quinine from cinchona bark 
is an essential in peace or war. 

That the spread of the war is a bearish in- 
fluence on world trade is not to be denied. 
But the immediate effect will be distorting 
rather than crushing. Some industries will 
be given an artificial but highly effective sub- 
sidy; others will be just as directly penalized. 
At least we can be sure that the tendency in 
the early days of the war to consider it a 
direct influence mainly on the aviation in- 
dustry was not adequate. It has shown the 
possibilities most dramatically in the Scan- 
dinavian situation, with results that are not 
completely registered yet. As time goes on— 
and if war spreads to the south or east as it 
has to the north—it will be increasingly clear 
that modern war leaves no one unaffected. It 
is economic warfare brought to a new peak. 
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Calling Japan’s Bluff 


There Is More Smoke Than Fire in Nippon's Threats 


of Further Aggression in the Pacific Today 


i sitiiion the recent furore over the Netherlands 
Indies, stimulated by a declaration from the Japanese 
Foreign Minister, had subsided, the beginning of active 
war in Western Europe again focuses insistent attention 
on the position of Japan and her possible expansionist 
moves. The preceding diplomatic tempest blowing out 
of Tokyo and Washington throws some light on the sub- 
ject. What did it portend? 

Little real help toward arriving at a satisfactory ex- 
planation is afforded by the official statements issued in 
Tokyo and Washington. The most that can be deduced 
is that each party is expressing 
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lands. Here too the threat of an aggressive move against 
the East Indies lurks in the background. Yet the course 
of Japanese policy in recent years does not buttress the 
idea that Japanese would let a mere arbitration treaty 
stand in its way if it were really intent on attacking the 
rich Dutch colonial possessions. Again the action smacks 
of a calculated diplomatic maneuver, a gesture more than 
a solid blow. 

These general considerations, which tend to suggest 
that an element of bluff enters into Japan’s tactics on 
this issue, are strongly reinforced by a realistic appraisal 
of the present Japanese situation. 
Three main factors—the economic, 





a sense of apprehension over the 
possible designs of the other. For- 
eign Minister Arita indicates that 


The author of this revealing article 


the military and the diplomatic— 
are involved. All three serve to 


Japan would be “deeply concerned” 
should the “aggravation of the 
war in Europe” affect the status 
quo of the Dutch islands. On the 
surface, this statement would ap- 
pear to suggest that Japan fears 
the Western powers may take the 
Netherlands Indies into “protec- 


lived for some years in China and has 
travelled extensively through that 
country, Japan and Manchuria. His 
writings include two books, ‘Japan 
in China" and “American Policy in 
the Far East: 1931-1940." He has act- 
ed as specialist in Far Eastern affairs 
for the Foreign Policy Association. 


dictate a cautious approach on 


Japan’s part toward an_ issue 
fraught with such grave conse- 


quences as an attack on the East 
Indies. 

Much has been said and written 
about Japan’s home front, often in 
an exaggerated vein. The long- 





tive custody” in the event that the 
war spreads to Holland. Yet Wash- 


heralded collapse has not arrived, 
and the indications are that it may 





ington’s positive rejoinder just one 
day later, amounting to a strong warning against precipi- 
tate Japanese action, carries the implication that the State 
Department is fearful of an aggressive move by Japan. 
The circumstances attending this diplomatic incident 
are such as to lend little support to the conclusion that 
Japan is preparing for an attack on the East Indies in 
the near future. In these matters, particularly when the 
present unsettled state of the world is taken into con- 
sideration, not even the most startling contingency can 
be safely discounted. It would seem reasonable to argue, 
nevertheless, that Japan would hardly preface an attack 
on the Indies by a public statement calling attention to 
its possibility. Some other purpose would seem to be 
implied by the issuance of such a declaration at this 
juncture. In this connection, it is interesting to recall 
that on February 12 Japan formally announced the 
abrogation of its treaty of arbitration with the Nether- 
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still be postponed for some con- 

siderable time. Evidence of severe and increasing strain, 
on the other hand, becomes more and more obvious. 
Annual budgetary expenditures, larger now than Ja- 
pan’s entire public indebtedness before the invasion of 
China, have soared to an unprecedented level. Current 
national income barely equals the total national debt, 
which is increasing by roughly five billion yen a year 
despite heavy tax boosts. Unassimilated bonds are piling 
up in the Bank of Japan’s vaults, and note circulation has 
nearly doubled since 1937. Production cannot keep up 
with government demands, as indicated by the unused 
surplus of budgetary appropriations. The rate of produc- 
tion increase is leveling off, with a gain in volume of only 
some 5 per cent in 1939. Gold reserves have dwindled to 
the vanishing point. Although the adverse trade balance 
with countries outside the yen bloc declined somewhat in 
1939, Japan’s problem of finding the exchange to meet 
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its emergency import requirements is becoming more 
critical and pressure on the yen is increasing. Through- 
out the yen block, in Manchuria and the occupied areas 
of China, an inflationary process that has already reached 
near-catastrophic proportions is under way. 

The effects of these conditions within Japan are most 
apparent in the shortages which are becoming steadily 
more acute in various spheres of Japanese economy. 
Capital needs are being supplied with increasing diffi- 
culty. More serious still is the labor shortage. Official 
Japanese estimates admit 100,000 casualties in China, 
but neutral military observers multiply this figure by 
ten. Another 1,000,000 or 1,250,000 troops are in China 
and Manchuria. The two million men thus subtracted 
from Japan’s labor force are but partially replaced by the 
importation of Korean laborers and the greater use of 
women workers. The demand for skilled workers, in 
particular, far exceeds the supply, while in agriculture 
Chinese farmhands—despite the obvious dangers of this 
device—are being brought into Japan from occupied 
areas on the mainland. (Incidentally, these develop- 
ments form a revealing commentary on the plea of over- 
population which Japan has used to justify its expansion- 
ist program). Finally, the list of raw materials in which 
more acute shortages exist steadily lengthens. It now 
includes iron, coal, cement, timber, chemicals, chemical 
fertilizers, cotton. wool, pulp, leather, drugs, carbide, 
rubber, tin and copper. The recent “power famine,” 
leading to an enforced shutdown of important sectors of 
Japan’s industrial plant, was the result of a complex of 
factors involving not only drought but lack of coal, 
shortage of skilled miners, and scarcity of shipping 
facilities. 

For many of the Japanese people, both urban and 
rural, money incomes have substantially increased, the 
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From now on Japan's problem will be how to fight and eat as well. 
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major exception to the rule being the workers in peace- 
time industries. The sharp rise in prices and living costs, 
as well as shortages in certain commodities of mass con- 
sumption, however, tells a different story. An acute 
scarcity of rice, Japan’s premier living staple, existed for 
a time last fall, and charcoal—the commonest heating 
fuel—was lacking during the winter. In November, 
1939, the official price of rice was raised to 43 yen on 
the five-bushel unit, dangerously close to the 50 yen 
level which brought on the rice riots in 1918. 

Price control. measures have proved unable to cope 
with the underlying inflationary stimulus—a growing 
shortage of goods along with an increasing supply of 
money. Official price indices, showing increases in living 
costs of from 35 to 50 per cent, are wholly fictitious in 
view of the wide prevalence of “black market” operations. 
The expressive Japanese term is yamitorihiki, or “bar- 
gaining in darkness.’ The extent to which this practice 
has become a ruling phenomenon is indicated by the fact 
that last year the “economic police” uncovered more 
than 200,000 violations of the price-control regulations 
in the Tokyo area alone. Widespread discontent over 
economic conditions was primarily responsible for the 
downfall of the Abe Cabinet in January, and was reflected 
in the outspoken criticisms leveled at the government’s 
conduct of the war by party spokesmen in the recent 
Diet session. War weariness is mounting. It finds 
increasing expression in all organs of popular expression 
in Japan, including the newspapers. 


Netherlands Indies Offensive Difficult 


These various difficulties on Japan’s home front are 
not only interrelated but cumulative, and are becoming 
progressively more critical. Even if they do not presage 
speedy collapse, they are suff- 
ciently alarming to act as a 
brake on further rash ventures. 
A Japanese attack on the Neth- 
erlands Indies, however, is often 
conceived of as a_ relatively 
simple operation. There is a 
temptation to view the enter- 
prise in the light of a swift de- 
scent on the islands, quick occu- 
pation, and immediate benefits 
—oil, tin and rubber. Is this 
picture accurate? 

Japan’s military forces, it 
must be borne in mind, are se- 
riously bogged down in China. 
Even to maintain the present 
status, without further advances, 
Japan is employing at least one 
million men on the widely-scat- 
tered war fronts. On the other 
hand, the Japanese navy is not 
fully occupied and could spare 
the necessary naval vessels for a 
move into the South Seas. But 
naval forces alone are _ not 
enough. Large military contin- 
gents would be required, and 
transports for these troops would 


THE MAGAZINE OF WALL STREET 





ha 
ti 
pl. 
re 
de 


ha 
rol 
me 
ba. 


pre 


are 
ove 
set 
is 1 
ser 
tha 
occ 
Wwol 
of 
by 
sely 
sup 
Fre 
pro. 
frol 
forc 
mal 
tior 
inve 
larg 
Fin: 
are 
the 
bloy 
T 
dipl 
inte 
seen 
nese 
of ¢ 
Ope 
are 
appe 
Ante 
enor 
possi 
that 
cerne 
fourt 
accol 
milit, 
woul 
ly to 
Ba 
lapse 
woul 
East | 
costs 
Why, 
issue 
Th 
imme 


MAY. 





ace- 
osts, 
con- 
cute 
d for 
uting 
aber, 
n on 

yen 


cope 
wing 
y of 
iving 
1s I 
ions. 
‘bar- 
ctice 
- fact 
more 
tions 
over 
- the 
acted 
ent’s 
ecent 
finds 


$sion 


t are 
ming 
esage 
suffi- 
as a 
tures. 
Neth- 
often 
tively 

is & 
onter- 
Ft. de- 
occu- 
nefits 
» this 


s, it 
re se- 
Yhina. 
resent 
ances, 
st one 
~scat- 
other 
is not 
spare 
; fora 

But 

not 
ontin- 
, and 


2 


would 


TREET 





An addi- 
tional strain would thus be 
placed on Japanese shipping, al- 
ready overburdened by the extra 
demands of the war in China. 
The expeditionary force would “aah 
have to span long distances— Are 
roughly 1,000 miles from For- 
mosa, the nearest well-equipped 
base, and 2,000 miles from Japan 
proper. 

None of these initial obstacles 
are serious; they could all be 
overcome. The strategic task 
set for the expedition, however, 
is not an easy one. Expert ob- 
servers are not at all convinced 
that the islands could be readily 
occupied. The distance factor 
would eliminate the possibility 
of surprise. The Dutch forces, 
by no means negligible in them- 
selves, would be immediately 
supported by available Anglo- 
French ships and aircraft, and 
probably by Dominion troops 
from Australia. These combined 
forces would be sufficient to 
make a Japanese landing opera- 
tion hazardous, while the further military operations 
involved in making the occupation effective over any 
large section of the islands would be extremely difficult. 
Finally, it is known that the oil wells—the chief prize— 
are mined. Should the expedition surmount all obstacles, 
the immediate result might well prove to be only some 
blown-up oil fields. 

The effects of a move into the East Indies on Japan’s 
diplomatic position have still to be considered. In the 
international sphere, the risks assumed by Japan would 
seem to be disastrous. The possibility of an Anglo-Japa- 
nese agreement of Far Eastern issues—a prime objective 
of current Japanese diplomacy—would be destroyed. 
Open conflict with Britain and France (the East Indies 
are far too rich and strategic an area to become an 
appeasement pawn) would have been substituted. 
Antagonism on the par of the United States would be 
enormously strengthened. At least the embargo, and 
possibly more forceful opposition, would be the risks 
that Japan would face so far as American action is con- 
cerned. These three countries together control three- 
fourths of Japan’s trade outside the yen bloc. And 
account must still be taken of Russia. By extending its 
military-naval commitments into the South Seas, Japan 
would have exposed its northern flank even more naked- 
ly to the Soviet Union. 

Barring a thoroughgoing Anglo-French military  col- 
lapse in Europe, it is difficult to believe that Japan 
would face the risks attaching to a move against the 
East Indies. When the economic, military and diplomatic 
costs are added up, the debit balance is overwhelming. 
Why, then, should Japan have deliberately raised the 
issue twice during recent months. 

The answer must be sought in terms of Japan’s prime 
immediate aim: liquidation of the war in China on a 


have to be supplied. 


Wide World Photo. 
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American battleships are being held in mid-Pacific and martial law has been declared 


in the Netherlands Indies. 


basis enabling her to retain the gams already achieved. 
Three successive Japanese Cabinets have announced that 
their central aim is to “settle the China incident.” These 
declarations would not have to be taken at face value if 
they did not correspond so exactly to the realities of 
Japan’s position. It must salvage its conquest by quickly 
establishing real instead of nominal control in China, or 
it will be broken. 

To attain this end, an agreement with the Western 
powers is a paramount necessity. The pronouncements 
with regard to the Netherlands Indies, therefore, may 
be a bluff but a bluff with a purpose behind it. Unless 
challenged, a bluff always retains some efficacy. After all, 
the Japanese navy does constitute the most formidable 
striking force within range of the Dutch islands. Neither 
Britain nor the United States wishes to be compelled 
to meet a Japanese attack in that region. By occasion- 
ally bringing the threat of such action to the fore, Japan 
possesses a bargaining point in relation to the issue in 
which it is primarily interested—China. It can hold out 
the promise of a pledge of non-interference in the Indies 
in return for a settlement on the Chinese question by 
the Western powers. Will Japan’s play be successful? 

Only the preliminary moves in the game of Far East- 
ern politics, as it may develop in the present world con- 
flict, have yet been made. Much will depend on the 
course of the fighting in Europe, and on the positions 
ultimately taken by Italy and the Soviet Union. The 
State Department immediately countered the last Japa- 
nese charge by its vigorous statement of April 17. No 
such declaration emanated from London. It remains to 
be seen whether Britain is prepared to meet Japan's 
terms on China. Nor has the United States yet disclosed 
its hand on the extent to which it remains irreconcilably 
opposed to a Japanese hegemony in China. 
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What Investors Must Know Today 


Answering Vital and Typical Questions Raised by the War 


BY WARD GATES 


( spread of war raises questions for the American 
investor over and above those concerned with the more 
obvious. matters of foreign trade repercussions and the 
disruption of established shipping routes. They deal 
with the fundamental problem of the part this country 
itself may ultimately play in the present world drama. 

While it goes without saying that future eventualities 
in this connection cannot be foretold with accuracy, 
there are nevertheless certain logical hypotheses with 
which to work. They range all the way from continued 
neutrality on our part of the sort that now obtains to 
full and active participation in the war including large 
scale naval action in either or both oceans and the 
dispatch of a major expeditionary force to foreign shores. 

It is not within the scope of this article to examine 
all of these possibilities and their many ramifications. 
Nor, indeed, is that at all necessary or desirable at this 
time since the most extreme hypothesis—unlimited war 
—is also the farthest removed in point of probability, 
time and logical succession of events. In other words, 
we are not going into this war whole hog overnight. 
The way to war in this country, as in any democracy, is 
step-by-step and, though once the way is chosen those 
steps may be taken in rapid succession, there will none- 
theless be ample time for analysis of the situation as it 
unfolds. Much the more sensible approach to the prob- 
iem is to assume a situation such as might actually 
prevail within the foreseeable future and to formulate 
questions on this basis. A series of seven such ques- 
tions has actually been submitted to this publication by 
a reader of long standing. Dealing first with investment 
problems as they are under actual war conditions in the 
embattled democracies and secondly with conditions 
that may develop here, they should be significant and 
timely from the point of view of every security owner. 
Let us consider them in order. 


1. What is happening to common stocks in England, 
France and Canada? —As of early May, British indus- 
trial stocks had shown virtually no net change since the 
beginning of the war. The average for such issues traded 
on the London Stock Exchange recently stood at about 
95 as compared with 96.6 on August 31, 1939, the last 
trading session before Germany’s invasion of Poland. 
The initial effect of the outbreak of war was to drive 
the average down to 83.4 on September 19, whence it 
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recovered to 101.6 on February 28 of this year; lowest 
point reached thus far in 1940 was 93.9 on January 16. 
British home rails (their investment return guaranteed 
by the government) have fared considerably better on 
balance than industrials, having risen from 41.6 before 
the war to about 54 early this month. Their range for 
1940 to date has been from 46.1 to 58.2. 

No averages of stock movements on the Paris Bourse 
are available, but action of various individual issues sug- 
gests that the list as a whole has moved about in line 
with British industrials. Canadian stocks, rather than 
moving with British shares, have followed much the 
same course as the New York market. At the outset of 
the war, prices rose sharply, only to drop as rapidly 
later on. Since the beginning of the present year they 
have moved within a narrow range about midway 
between the 1939 high and low points. 


2. What kind of war taxes are business enterprises 
paying in the above countries?—All trades and _ busi- 
nesses in the United Kingdom are subject to a 60 per 
cent tax on profits in excess of “standard” or pre-war 
profits, the latter being computed upon several different 
elective bases with provisions for certain minimum allow- 
ances. However the base is calculated, the 60 per cent 
rate is high, but a factor in mitigating its severity is the 
fairness with which it is applied. Also, unlike our own 
World War tax and the present Canadian tax, the Brit- 
ish levy is not graduated. In Britain’s 1940-41 budget. 
announced last month, provision was made for limitation 
of corporate dividends and prohibition of share bonuses 
(stock dividends); also proposed was a wholesalers’ 
sales tax. 

In France, profits are limited by taxes based upon 
earnings in relation to sales, with distinctions made for 
various types of businesses. Armament and ordinary 
manufacturing companies, mining enterprises and whole- 
sale distributors pay taxes of 25 per cent on profits up 
to 2 per cent of sales, 50 per cent on profits from 2 to 6 
per cent of sales, 75 per cent from 6 to 8 per cent and 
100 per cent on all profits in excess of 8 per cent; under 
this schedule, profits are limited to a maximum of 4 per 
cent of sales and this maximum is attained only if profits 
before tax deductions equal or exceed 8 per cent of sales. 
Profits of banks, insurance companies and retailers are 
limited to 10 per cent of turnover, while those of export 
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enterprises are exempt from such taxes. There is a 
general provision with respect to companies engaged in 
non-armament activities to the effect that in no case 
shall taxes reduce profits to less than 75 per cent of the 
annual average over the past three years. 

Canada’s excess profits tax may be computed on 
either of two elective bases: (1) on profits in relation 
to capital employed at rates beginning with 10 per cent 
on earnings ranging from 5 to 10 per cent of capital and 
running up to 60 per cent on earnings in excess of 25 per 
cent, or (2) on profits in excess of the 1936-39 annual 
average at a rate of 50 per cent of such excess profits. 


3. What would happen to common stocks in this coun- 
try uf we were obliged to muster all our resources in 
order to help the Allies win?—Certainly a prerequisite 
to such a step on our part would be major reverses for 
the Allies—reverses transcending in importance their 
setback in Norway. Throughout the last war and thus 
far in this one, reverses of any sort, even though com- 
paratively minor, have affected stock prices here ad- 
versely, and it is fairly certain that events leading up 
to our large scale mobilization of resources as an aid to 
the Allies would depress stock values considerably. 

What effect such mobilization itself might have on 
the market would depend almost entirely on how it was 
carried out. If conducted along voluntary cooperative 
lines, it might be quite bullish, not only from the stand- 
point of increased business volumes and profits but also 
with regard to the improvement in Allied fortunes that 
it might bring about—though the latter result could 
scarcely be expected to be achieved immediately. If, on 
the other hand, compulsory legislation and regimenta- 
tion were resorted to (unlikely unless we enter the war: 
see answer to Question 6), it would probably be at least 
temporarily bearish. In either case, however, the answer 
would be subject to qualifications involving this coun- 
try’s position with respect to the prevailing world situa- 
tion at the time. 


4. Is it possible that this country could be persuaded 
to aid the Allies with materials and supplies to a con- 
siderably greater extent than at present without sending 
troops out of the Western Hemisphere?—With qualifica- 
tions, yes. Since sentiment in the United States so 
strongly favors the Allies, it is altogether probable that 
public opinion would rally strongly behind a move of 
this sort should it seem necessary. We are already 
offering material assistance through the release of latest 
model planes, and the Neutrality Act as it now stands, 
of course, definitely favors Britain and France. If, at 
some future date, moreover, the gold and exchange 
resources of the latter were nearing exhaustion and they 
were still in vital need of supplies, there is little doubt 
that the Johnson Act and the credit provisions of the 
Neutrality Act would be so amended as to allow the 
extension of credit for war purchases. 

Whether or not we could in effect thus enter the war on 
a limited scale, extending the utmost in economic aid and 
possibly even some naval and air support, without 
actually sending troops out of this hemisphere, would 
depend on a number of unpredictable factors, some of 
them purely psychological. Theoretically, of course, 
there is no reason why such limited warfare could not 
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be waged. Practically, however, it is easy to imagine 
how such a situation might rapidly give way to one of 
full fledged warfare and the dispatch of troops abroad. 
With feeling running high throughout the country, there 
would undoubtedly be increasing pressure to send at 
least a small force for the purpose of bolstering Allied 
morale and “to show the flag at the front.” Once that 
occurred, it would be but a short step to major reinforce- 
ment of such forces. 

On the other hand, military considerations alone 
might preclude an extensive commitment of this sort in 
Europe. As contrasted with the last war when Japan 
was an Ally, the latter country currently tends toward 
the German side. Now a major world power, possessing 
redoubtable strength at sea, Japan is an empire on the 
make and a potential threat to our interests in the 
Pacific. Thus, it does not seem likely that our fleet or 
a major part of it could be diverted to convoy duty in 
the Atlantic and it is equally unlikely that we would 
be willing to delegate to the navy of a foreign power the 
task of convoying the transport of an American force 
to Europe and later insuring its safe conduct home. 
Indeed, the dispatch of any considerable body of troops 
to Europe so long as there is any possibility of their 
need for home or hemisphere defense is unthinkable. 


5. Could our resources be mobilized in such manner 
as to aid the Allies to the fullest possible extent without 
setting up complete Government control just as on a war 
basis?—Interpreting the phrase “to the fullest possible 
extent” literally, the answer to this question is probably 
“no.” So long as a nation continues to proceed on 
essentially democratic principles, it cannot attain the 
absolute maximum in concerted economic (or military) 
effort directed toward a single end. It is this that largely 
explains the efficient functioning of the German military 
in the war thus far as contrasted with the somewhat 
floundering efforts of the Allies who, though they have 
adopted and are continuing to adopt measures concen- 
trating more and more absolute authority in govern- 
mental hands, have yet to achieve the coordination and 
technique in the exercise of such authority and the 
consequent concentration of war effort that the Ger- 
mans, with a long head-start, have displaved from the 
beginning. 


6. If the answer to preceding question is in the nega- 
tive. then are we not facing Government limitation of 
profits in the very near future?—Probably not. In the 
first place, though the absolute maximum in the way of 
economic aid to the Allies cannot be achieved under the 
present set-up, there is no positive indication as yet that 
it will be necessary within the near future to attain such 
a maximum. Much can be accomplished under the status 
quo; indeed, much ts being accomplished. Secondly, with 
respect to those things of which the Allies stand in 
ereatest need—aircraft and certain other items of mili- 
tary equipment—the answer is most certainly not to be 
found in limitation of profits. On the contrary, some- 
thing in the nature of Government subsidy in the form 
of more extensive educational orders for the benefit of 
our own preparedness program seems the most likely 
means of helping the Allies as well. 

Tt is altogether unlikely, (Please turn to page 192) 
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Leaders and Laggards 
in Auto Accessories 


A Select Minority 


Will Be Favored 


By Record High Eernings This Year 


BY HENRY D. 


I. addition to being the most motor-minded country 
in the world, America is also a nation of gadget-lovers. 
As an Englishman’s home is his castle, an American’s 
car is his castle-on-wheels, provided only that it is pro- 
perly fitted out with a radio, heater, air-conditioner and 
other extras that add nothing to automotive 
performance but are nonetheless indispensable 
to the more abundant life on the road. 

All of which should logically bring joy to the 
hearts of the auto accessory companies. The 
paradoxical fact is, however, that for some years 
now the more progressive and far-sighted of 
these concerns have been reducing their depend- 
ence on the motor industry and motoring public 
and getting into any number of varied lines 
elsewhere. The up-and-coming parts maker to- 
day is likely to have an important and growing 
stake in almost anything from aircraft equip- 
ment and streamlined trains to refrigerators and 
beer barrels. 

The industry’s transformation—and it is still 
going forward rapidly—is traceable directly to 
increased competition from the parts makers’ 
chief customers, the major automobile manu- 
facturers. Due to a number of factors more or 
less peculiar to the parts industry, this competi- 
tion was not to be accepted complacently. 

In the first place, the accessory business is a 
rather highly specialized affair. Though it is 
only within the past few years that competition 
from the motor makers themselves has become 
really severe, it has always been present in 
greater or lesser degree. Thus, independent parts 
concerns have always been faced with the neces- 
sity of producing at least as economically as the 
parts divisions of the big auto concerns—in fact, 
even more so if profits were to be realized. The 
practice of the hard bargaining automobile pro- 
ducers of holding over the heads of their sup- 
pliers the threat of setting up their own produc- 
tive facilities for any particular line of parts, 
and of carrying out the threat whenever it 
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Courtesy Thompson Products, Inc. 


STEINMETZ 


seemed expedient to do so, is a long estabiished one. 
Ford in particular has been given to this means of cut- 
ting parts costs and on more than one occasion has gone 
into the manufacture of various parts lines simply to 
get an idea on his suppliers’ 


production costs. 


Hardening valve stem tips. When the heated tip shows the correct 
color an electric eye automatically releases it into a trough leading 


to the quenching oil. 
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Add to this the high degree of competition that exists 
among independent suppliers themselves in virtually 
every line of accessories, and it is apparent why spe- 
cialization is necessary. ‘hy addition, little dependence 
is placed on patent protection since this merely encour- 
ages other concerns, aided and abetted by the auto 
companies, to intensify research efforts along parallel 
lines. Attention is concentrated, rather, on matters of 
engineering skill and operating efficiency, and the battle 
for improved production methods and produce ts, together 
with lower costs, is unremitting. 

The high degree of specialization thus necessitated 
means that most concerns are especially sensitive to 
competitive encroachments. Costs are closely attuned 
to line production methods which, in turn, are dependent 
on volume. When volume is impaired, competitive posi- 


tion suffers still further. iit H | iil | | i 
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There is another reason why the more wide-awake 
accessory companies are branching into activities out- 
side the automotive field. Those companies whose auto 
parts sales are mainly in the original equipment category 
—and they comprise a great majority of the concerns 
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yaa in the field—find their fortunes through good times and 

- bad closely tied up with automobile production sched- - — a — 
— ules. That would not be especially disadvantageous were _ CLARK EQUIPMENT I; | 

y to it not for the fact that a large proportion of operating ” | | 


costs is necessarily of fixed character. Thus, when output 
of cars and trucks drops off in times of depression, or 
even in times of relatively minor recession, earnings of 
most of the parts makers suffer much more drastically 
than those of the auto producers. An even more im- 
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portant point in this connection is that during slack | 

times the automobile manufacturers invariably reduce | | | | i! iT | ' | | 

their parts purchases from independent suppliers more he lee 
sharply than the decline in their output alone would ‘0 CLEVELAND GRAPHITE BRONZE 





justify, and produce a larger proportion of their needs 
in their own shops in order to maintain employment 
and to utilize facilities on which overhead expenses can- 
not be reduced in line with diminishing revenues. 
Again, the accessory companies typically do business 
under one-year contracts in which payment is frequently 
contingent upon the sales volume of a particular auto- 
mobile model and which, though often renewed year 
after year, may just as easily be terminated whenever 
the customer feels that he can do better through another 
supplier or through production in his own plants. The 
result is that, in addition to the earnings of the industry 
at large being affected to an exaggerated extent by eycli- nT 
cal variations in motor production, fortunes of indi- iy 
vidual companies are subject to sudden shifts as im- | oF 
portant contracts are lost by some and garnered by | | 
others. Examples of this sort of thing in recent years TIMKEN- -DETROIT AXLE! 
have been plentiful. Electric Auto-Lite, badly hit by 
the loss of its Ford business in 1932, staged a sharp 
comeback after 1934 on the strength of new Chrysler 
contracts. Similarly, Briggs Manufacturing, riding high 
on Ford and Chrysler volume through 1937, has suffered 
sharp profit curtailment since then due to Ford’s initia- 
tion of body production is his own plant, but now seems Ii | | 
to be once more on the road to recovery. wae 
_ Hazards of this sort are not to be found, of course, 
wi purely replacement business, although the automobile Lette 
ading | COmpanies compete with their suppliers even in the latter 1938 1939 
field. Generally speaking, though, replacement sales are 
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Courtesy Briggs Mfg. Co. 


Briggs diversifies its operations with the manufacture of plumbing equipment—above, 


forming a lavatory. 


much more profitable than original equipment. There is 
some possibility, however, that to the extent that the 
difference in prices charged for identical goods in the 
replacement and original equipment markets is not 
actually attributable to bona fide quantity discounts 
allowed the automobile makers, profit margins in the 
two fields may be brought at least a little more into line. 
The Champion Spark Plug Co. recently ran afoul of 
the Federal Trade Commission which issued a complaint 
charging it with selling plugs to Ford, Chrysler and 
other big buyers at 6 cents apiece, or less than cost of 
production, at the same time obtaining prices of from 
23 to 31 cents on replacement sales. Should the Com- 
mission’s complaint be substantiated, corrective action 
may quite possibly be taken with respect to other parts. 

Of course there are any number of accessory items 
that have virtually no original equipment market at all, 
and on these profit margins are uniformly excellent. 
Then, too, service parts—hoists, pumps, brake testers 
and similar garage equipment—constitute an important 
and profitable line which, for the most part, is little 
subject to auto company competition. As noted earlier, 
however, there are comparatively few parts companies 
deriving more than a small percentage of their revenues 
from sales in the replacement and service markets. Of 
the larger concerns, Thompson Products and Cleveland 
Graphite Bronze have the biggest relative stakes in the 
replacement end of the business, though Eaton Manu- 
facturing and Electric Auto-Lite are also more fortu- 
nately situated in this respect than the average company 
in the field. : 

Some companies, such as Briggs, Budd Manufacturing 
and Budd Wheel, Spicer Manufacturing, Midland Steel 
Products and Kelsey-Hayes, are automatically barred 
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from the replacement market on 
the major part of their business 
due to the nature of their prin- 
cipal products. Obviously 
bodies, frames and wheels are 
not common items of replace- 
ment. Ironically, these product 
lines, especially bodies, require 
particularly heavy outlays for 
tools and dies, further adding to 
the unstable nature of all origi- 
nal equipment parts business, 
It is not surprising, therefore, 
that most of these concerns have 
been interested in obtaining a 
diversification of outlets in other 
fields. 

But despite increasing compe- 
tition of the automobile compa- 
nies with their suppliers, as well 
as other considerations that are 
encouraging parts concerns to 
expand non-automotive activi- 
ties, there will always be a need 
for an independent parts indus- 
try and, thus, a limit beyond 
which the present trend is not 
likely to continue. 

In the first place, time is often 
a foremost factor in preparing 
for initial production of a new automobile model and it 
is frequently to the advantage of the producer to farm 
out to the parts company a share of the necessary 
preliminary engineering work incident to parts produc- 
tion. Particularly is this the case in years when extensive 
model changes are planned, which years are understand- 
ably welcomed by the accessory companies, especially 
die casters, body manufacturers and the like. Again, 
expense is an item for the car builder to reckon with 
and he is frequently glad to have suppliers help bear 
the burden of heavy tool and die costs. Finally, access 
to a number of outside sources of supply offers some 
degree of protection against labor tie-ups either in some 
of the motor companies own plants or in the plants of 
one or more of its regular suppliers. 

Those are valid reasons why the automobile industry 
cannot get along entirely without a subsidiary parts 
industry and why there is a limit. though as yet unde- 
termined, to the extent it is likely to pursue a policy of 
competition with its suppliers. As matters now stand, 
however, the trend toward diversification among the 
parts companies is as plain as are the causes of it, and 
the extent to which individual units in the field have 
ridden rather than resisted this trend has, in some degree, 
influenced the financial results of their operations. It is 
certainly among the more important factors to be borne 
in mind in the selection of individual issues as media of 
investment. 

This is not to say, of course, that no parts company 
without a sizable interest in one or more other fields 
can continue to progress, or that any company with such 
an interest is necessarily destined for bigger and better 
profits. The formula of success is not that simple. Cases 
in point are the four outstanding earnings performers 
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of the past year—Cleveland Graphite Bronze, Timken- 
Detroit Axle, Thompson Products and Eaton Manufac- 
turing, all of which established new all-time profit peaks 
in 1939. 

Cleveland Graphite still derives at least 85 per cent 
of its revenues from automotive parts or closely allied 
business, though some gains are beginning to be seen in 
the aircraft field. The company is one of the largest 
domestic producers of lined bearings and also turns out 
clutch facings and bushings. Biggest original equipment 
customers are Ford and General Motors, though Chrys- 
ler, Studebaker and others are also important takers of 
the company’s products. In lieu of more extensive diver- 
sification in other fields, CLE achieved its noteworthy 
showing last year mainly through economies, amounting 
to about 80 cents a share, that resulted from a complete 
analysis of expenses and budgets. In addition, industrial 
research is carried on actively, and new types of bearings 
and bushings, combining steel and bronze, have enjoyed 
ready trade acceptance. 

Timken-Detroit’s 1939 showing, fully as remarkable 
as Cleveland Graphite’s, has been continued and im- 
proved upon thus far in 1940. While the company only 
reports semi-annually, it is understood that first quarter 
earnings approximated $1.20 per share or comfortably in 
excess of those for the entire first half of last year. The 
country’s leading producer of multiple-wheel drive units, 
Timken is something of a war baby for this equipment 
is standard on U. S. Army trucks and other vehicles 
now being purchased by the Government in its military 
mechanization program, and also on many of the trucks 
that are being purchased by the Allies. The company 
also makes standard axles for trucks and buses, as well 
as bevel gears, transmissions and other automotive prod- 


ucts. Biggest non-automotive line is oil heaters, but the 
company has also recently acquired a promising business 
in woodworking machinery. Retirement of the remainder 
of the company’s former 7 per cent preferred stock last 
year served to strengthen the position of the common. 

Thompson Products, a leading producer of valves, 
pistons and other linés for automobile and truck manu- 
facturers, has recently been expanding its interest in the 
aircraft parts field (it now produces over 1,000 different 
aircraft items, more than twice as many as a year ago) 
and it is the latter that is counted upon to lift 1940 
profits above the record total of 1939. As to its automo- 
tive parts business, THO has obtained a considerably 
better balance between original equipment and replace- 
ment business than is typical of most companies in the 
field; the result has been less susceptibility of profits to 
sharp cyclical swings. Operations in the final quarter 
of 1939 and the first month or two of 1940 were burdened 
somewhat with expenses incident to a production ex- 
pansion program in the aircraft parts division, but recent 
results have been nonetheless encouraging. 

Fourth in the select group of 1939 record earners is 
Eaton Manufacturing whose first quarter results, like 
those of the first three companies, hold promise of even 
better things to come this year. In addition to aircraft 
engine valves, sales of which have been climbing rapidly 
of late, the company produces a varied line of truck 
axles, leaf springs, valves and tappets, bumpers, castings. 
auto heaters and other items. Eaton has been engaged 
in the third expansion of its Battle Creek aircraft valve 
plant and is currently experimenting with the adaptation 
of its patented hydraulic tappets to plane engines. In- 
creasing activity of the truck industry as well as air- 
craft is working in the company’s favor at present. 





23 Auto Equipment Companies Compared 


Earned Per Share Dividends Approx. % 
——~ —$__ ———— ne of Sales Price 

Year Best Previous 1st Quarter Year To Date Non-Auto- Range Recent 

1939 Year 1939 1940 1939 1940 motive 1940 Price 
UN EMMONS S85 5a asad arse avec $2.14 $3.65 (1929) $.49 $.92 $1.50 $1.00 55 3634-263, 34 
Bohn Aluminum................... 2.15 7.43 (1929) 69 1.07 1.00 -25 50 2954-2114 28 
EIN So ose ce ccate cubic 2.43 3.63 (1937) 50 -76 1.35 50 50 257-20 20 
Bower Roller Bearing... . Stet haere ie 3.23 4.07 (1937) -73 1.23 2.00 1.50 12 3714-31144 36 
Briggs Manufacturing............ 1.09 5.26 (1936) 48 1.250E 1.25 -50 10 2334-191 21 
Budd Manufacturing................ d .12 98 (1929) nil .14 None None 25 61%4- 41% 4% 
Se Recaro -66 1.84 (1929) .13 +26 None None 5 614- 4%, 5% 
Campbell, Wyant & Cannon......... -93 3.67 (1929) nil -63 -20 65 10 1914-131 16 
Clark Equipment................... 4.43 4.92 (1929) 89 2.17 2.25 1.25 40 4014-28 36 
Cleveland Graphite Bronze.......... 5.42* 4.67 (1937) 1.16 1.36 2.50 .40 15 4314-35 38 
Eaton Manufacturing................ 3.85* 3.65 (1937) 1.03 1.33 2.50 1.50 15 37 -27% 33 
Electric Auto-Lite................. 4.72 11.37 (1929) 1.35 2.08 3.00 -75 5 4154-343 37 
Electric Storage Battery............. 2.01 8.77 (1929) NA NA 2.00 .50 40 3319-28% 32 
Houdaille-Hershey “B"............. 1.34 4.65 (1929) -38 -83 -75 -25 20 1614-1114 13 
Kelsey-Hayes Wheel............... 1.30 3.27 (1935) -60 1.05 None None 5 9hk- 5% 3 
Libbey-Owens-Ford................ 3.21 4.19 (1937) 69 1.15 2.75 1.00 35 533-4632 47 
Midland Steel Products............. 5.79 6.15 (1937) 1.37 1.61 5.00 1.00 20 4014-33 36 
Motor Products.................... d1.19 5.49 (1937) a 1.02 None None 5 16 -101% 14 
INNA ON ooo esc aretenccn dee 2.18 4.28 (1929) 49 -73 1.60 -40 35 1854-1534 17 
Spicer Manufacturing............... 4.49 5.09 (1929) NA 3.36a 1.50 1.00 10 3834-29 32 
Thompson Products................. 3.90* 3.70 (1929) 1.07 1.66 1.00 -75 25 3814-27% 36 
Timken-Detroit Axle............... 2.62* 2.19 (1936) NA 1.20E 2.00 +25 30 2743-201 26 
Timken Roller Bearing.............. 3.02 6.20 (1929) -79 1.20 2.50 1.25 25 52 -4614 47 
*—New earnings peak. OE-—Official estimate. E—Estimate. d—Deficit. NA—Not available. a—Six months ended Feb. 29. *—Paid or Declared. 
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Barring the unforeseen, all four of these concerns 
should again reach new high earnings levels this year. 
Companies that stand a good chance of joining them 
in this include Bower Roller Bearing, Clark Equipment, 
Midland Steel Products and Spicer Manufacturing. 

Bower’s net last year was not far below the record 
figure of 1937, and if the rate of gain established in the 
first quarter of 1940 is maintained throughout the re- 
mainder of the year, profit levels of three years ago will 
be topped with something to spare. Manufacturing all 
types of bearings for use in automobiles, trucks, agricul- 
tural machinery and railroad equipment, the company 
is much smaller in point of sales volume than Timken 
Roller Bearing, but has apparently been making com- 
petitive inroads against its larger rival. In the automo- 
bile industry, it sells to each of the “Big Three” as well 
as to many smaller concerns. 

Clark Equipment does no business at all in the passen- 
ger car division of the motor industry, its output of axle 
housings, transmissions, axles and heavy duty wheels 
going entirely to truck and tractor makers. The com- 
pany also has a stake in the machine tool field, producing 
twist drills and various types of high speed tools. In 
addition, it makes street car axles and trucks, lightweight 
trains for urban transit service, “Tructractors” for dock 
and other haulage work. In the truck field, from which 
it is deriving its biggest earnings impetus at present, it 
has recently developed a new engine “booster” that 
increases power of medium-weight trucks by more than 
50 per cent. 

Showing a smaller year to year percentage earnings 
gain last quarter than most of the foregoing concerns, 
Midland Steel Products, a leading maker of auto frames. 
together with brakes, housings and some other parts. 
reached an earnings level last year sufficiently close to 
its previous record to suggest that the latter will be 
bettered in 1940. Company is working to diversify its 
business and, in addition to its automotive lines, it pro- 
duces for sale to Sears, Roebuck a kerosene refrigerating 
unit and a new type of gasoline pressure stove. 

Producing a broad line of auto products, including 
universal joints, frames, axles, shock absorbers, clutches, 
etc., Spicer Manufacturing has not thus far expanded 
appreciably outside this field. However, the company 
has been active in the introduction of new products and 
this year it is planning to get into the production of fluid 
fly-wheels for auto manufacturers that are eliminating 
gear shifts on 1941 models. It would not be surprising 
to see the second half of the company’s fiscal year ending 
August 31 produce earnings in the neighborhood of 
the $3.36 per share reported for the first six months. 

Other concerns which, while not as likely as the fore- 
going to reach new high profit levels in 1940, are none- 
theless exhibiting sharp advances in earning power in- 
clude Bendix Aviation (now, in keeping with its name, 
more in the aviation field than the automotive), Briggs 
Manufacturing (benefiting from recently obtained new 
body and stampings business and currently mapping a 
campaign of increased diversification to supplement its 
present minor business in plumbing) and Electric Auto- 
Lite (whose first quarter sales and profit gains largely 
reflected greater demand in the aircraft, marine and 
industrial replacement and service parts fields) . 

All of the companies thus far discussed are, in varying 
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degrees, leaders in the auto accessory industry today 
and, for the most part, seem likely to maintain their 
positions for the time being at least, barring unforesee- 
able contract switches by motor companies or, in the 
case of those concerns now deriving a substantial part 
of their revenues from the aviation industry, an early 
end of the war. There are other companies, of course, 
in addition to those already mentioned, which can by no 
means be classed as laggards in the field even though 
their recent earnings have not come quite up to the 
mark set by the more obvious leaders. Borg-Warner, 
Bohn Aluminum and Libbey-Owens-Ford, for example, 
have gotten off to good starts this year, and Houdaille- 
Hershey also seems likely to better last year results by 
an ample margin. 
As in every other field, there are some units which 
have not found the going altogether smooth. Hayes 
Manufacturing, for example, has had an unbroken string 
of deficits over the past decade. Similarly, Budd Manu- 
facturing. while making a rather more encouraging 
showing in the initial quarter of this year, remained in 
the red in 1939 in contrast with the marked betterment 
prevailing among most other concerns in the industry. 


Export Prospects Mixed 


As regards the export situation, the principal auto 
accessory concerns stand to gain or lose largely according 
to their own particular situations. For those with im- 
portant stakes in the truck and aviation fields, it is the 
export boom in these lines (supplemented by increased 
buying of our own government) that is among the most 
important of currently favorable earnings influences. 
For those whose business is confined almost entirely to 
automotive parts, on the other hand, prospects in this 
respect are somewhat less favorable and, in the light of 
further spread of the war, some additional curtailment 
of foreign sales, either direct or as a result of smaller 
sales of assembled cars, will follow upon that resulting 
from the Scandinavian invasion. 

The industry’s overseas business, however, is not of 
major proportions and certainly any threat in that 
quarter is more than offset by domestic prospects. Sec- 
ond quarter results are not likely to measure up to those 
of the March period, except perhaps for those companies 
that are riding the aircraft boom, since the seasonal 
nature of automobile production schedules militates 
against an important volume of original equipment 
parts buying at this time of year. In this connection, it 
is worth noting that an opposite seasonal factor will 
come into play on replacement business, thus benefiting 
those concerns with greater than average sales in the 
latter market. All companies, however, should benefit 
from the substantial increase expected in automobile 
production for the year as a whole, auto company buying 
for new models generally getting started early enough 
to be reflected in third quarter results. Incidentally. 
more and more of the parts companies are changing their 
fiscal years to correspond to the automobile production 
year. Spicer is one that has switched to a new period 
(year now ends August 31) and Bendix is changing to 
a fiscal year ending September 30. 

From a longer range viewpoint, as noted at the outset 
of this article, the industry’s (Please turn to page 190) 
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Aluminum Co. of America 


This Year Is Expected to Set Another 


New Record in Volume and Earnings 


BY J. C. CLIFFORD 


Tee: Aluminum Co. of America is an outstand- 
ing example of the romantic type of business so 
characteristic of the American scene. Conceived 
nearly 55 years ago by a young man just out of 
college who based his quest upon the perhaps 
chance remark of one of his college professors, 
this particular company has grown to a point 
where its total assets are valued in excess of a 
quarter billion dollars and gross earnings last 
year—after the deduction of operating expenses 
and all taxes—were nearly $44 million. 

It is the Aluminum Co.’s proudest boast that 
it has contributed substantially to aluminum’s 
development of its position as the fifth most 
important metal in today’s technocracy despite 
the fact that the chemurgy of copper dates back 
as much as 7,000 years, lead and zine were known in 
one quarter of the world or other for at least 5,000 
years and iron was used more than three milleniums 
before the outset of our own era. Aluminum was first 
produced on a laboratory scale in 1825 but it was only 
in the last decade of the 19th century that the metal 
was produced commercially. And despite the fact that 
Aluminum Co. of America has been forced to acquire 
the production technique and to find uses for its prod- 
ucts that most other metals needed thousands of years 
to attain, the company has been able to do it on its own 
resources and all within less than one thousand months. 

When Aluminum Co. of America started out in busi- 
hess—as the Pittsburgh Reduction Co.—the officials of 
that organization indulged in grandiose dreams of the 
dawn of a new age similar to the Bronze Age or the 
Iron Age. Buildings, bridges, ships and the thousand 


and one things which were then made of other metals” 


Were visioned as logical uses for aluminum which was 
to replace every other metal in the world. While the 
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Courtesy Alcoa 


Rolling an aluminum sheet. 


company was soon brought down to earth by the dis- 
covery that very few people wanted their metal despite 
its beautiful color and unique weight, it is astonishing 
to note that more than fifty years later some of the 
company’s wildest dreams for its product are now com- 
ing to pass. Such general acceptance was, however, not 
achieved without a prodigious struggle and even such 
struggles might have been fruitless had it not been for 
a German, Dr. Alfred Wilm, who produced a heat treated 
alloy of aluminum which contained a small part of cop- 
per and a much less proportion of manganese and mag- 
nesium. This alloy, produced for the first time in 1909, 
was known as duraluminum and it gave to the previ- 
ously soft metal the strength needed to compete with 
some of the older metals. There have been numerous 
new alloys of aluminum since that day—erroneously 
regarded by the public as being all duraluminum—and 
now the treated aluminum has the strength of mild steel 
but prior to that time the best use found for the new 
aluminum was for pots and pans. 
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Curiously enough, one of tne imdustries which it was 
confidently hoped aluminum would supersede turned 
out to be the first customer for aluminum ingots. The 
steel industry found that aluminum, when added to a 
steel melt, acted as a good deoxidizer and accordingly, 
for a time, was almost the sole outlet for the new metal. 
Later on, while still searching for outlets and consumers, 
Arthur Davis, now chairman of the board of the 
Aluminum Co. of America but then the salesman, ap- 
proached Ely Griswold, who made cast-iron pots and 
pans at Erie, Pa., in order to induce Mr. Griswold to 
try out the new metal for his product. Mr. Griswold 
refused to change over his own plant but did consent 
to look at a kettle made of aluminum. When the kettle 
was made at the company’s plant at Pittsburgh, Mr. 
Griswold placed an order—not for a quantity of the new 
metal itself but for 2,000 kettles. To fill this then 
gigantic order, Aluminum Co. was forced to start its 
own fabricating works. At a later date Mr. Griswold 


wanted Alcoa to turn their utensil business over to 
him but the company refused. They did, however, con- 
sent to sell him all of the aluminum he needed and to 
this day Griswold Co. continues to compete with 
Alcoa in the pots and pans division of the business on 
the best of terms. 

Aluminum Co. of America was not content to con- 





Courtesy Alcoa 


Open pit mining of Bauxite in Arizona. 
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tinue in the house-wares business and its ambitions were 
assisted materially by the rise of the automobile indus. 
try which, in the search of more power for motion, was 
forced to adopt the lightest weight metals available 


which could stand the necessary strains. Later the 
automobile industry was to reduce sharply the amount 
of aluminum required per vehicle, but by that time the 
growing aviation industry, as well as a host of other 
uses, more than compensated for the partially lost 
automotive markets. Not that aluminum is now a total 
stranger to the automobile industry, for it is still of 
prime importance in the manufacture of pistons and 
many other parts, including trimmings, etc. However, 
most crank cases and cylinder heads are now more 
economically made of cast iron while zinc die-castings 
replace some aluminum—and much brass and copper— 
in the manufacture of carburetors, pumps and _ other 
parts. 

Despite the fact that cooking utensils ranked first in 
the use of the metal in the early days they are still 
important, bowing only to the transportation industry 
in point of quantities utilized. Moreover, the steel 
industry—the first customer—still takes about 5 per cent 
of the industry’s now not inconsiderable output. The 
accompanying chart indicates the present wide uses of 
aluminum. Transportation, taking as it does 29 per 
cent of the country’s aluminum supply, will con- 
tinue to expand its use of the metal although 
the percentage of the whole is likely to decrease 
over the longer term as such industries as build- 
ing construction and food containers take in- 
creasingly larger amounts of aluminum. 

Aluminum is not a rare element for it is esti- 
mated that about 8 per cent of the earth’s solid 
surface is composed of one combination of 
alumina or another. Every clay bank is a poten- 
tial source of supply and almost every rock 
—except sandstone—contains some part of 
alumina. There is, however. no known free 
metallic aluminum in nature. As is the case 
with almost any metal, some of the ores of 
aluminum are far richer in the metal than others. 
The ore that is easiest processed and at the same 
time contains the greatest proportion of alumi- 
num is a reddish brown clay containing alumi- 
num oxide and called bauxite. Bauxite is not 
only valuable as a source of aluminum but is 
also an excellent abrasive and is used as such 
in the manufacture of grindstones and abrasive 
papers. It is also the source of aluminum salts 
used in the fertilizer industry. The principal 
abrasive maker and one of the leading agricul- 
tural chemical makers in this country have their 
own supplies of bauxite but it is only the Alum- 
inum Co. of America that processes the ore to 
obtain the virgin metal in this country. As 
might be expected from the statement of the 
widespread supply of aluminum ore, America is 
not by any means the largest source of the ma- 
terial. South America possesses vast supplies of 
bauxite, some of which are controlled by Alcoa. 
It is significant that, although the company has 
more than adequate supplies of bauxite in this 
country, it is utilizing its foreign holdings by pref- 
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erence. Some time ago the com- 
pany’s process called:for the use 
of three pounds of South Amer- 
ican bauxite for every pound of 
domestic ore. Although there is 
no indication what the present 
ratio may be it is logical to as- 
sume that the proportion of 
foreign ore to domestic material 
is still sizable. 

Aluminum is economical to 
recover and costs have been 
constantly reduced over the past 
forty or more years. There is, 
however, one drawback that up 
to the present has prevented the 
appearance of any serious com- 
petition from domestic produc- 
ers of the metal and that is the 
necessity of obtaining gigantic 
supplies of electricity at very 
low prices and the expense of 
setting up the necessary equip- 
ment for the reduction of the 
ores. The patent rights on the 
process of extracting metallic 
aluminum have long since ex- 
pired, but up until now Alcoa has continued to be the 
sole producer of aluminum in the United States. Indeed, 
the initial costs have been so high that there is only 
one other private producer of aluminum in the world 
outside of Alcoa’s Canadian associate and that is in 
Switzerland. Switzerland has apparently reached close 
to the highest possible output since in recent years pro- 
duction has ranged in the vicinity of 25,000 to 26,000 
metric tons per annum. All other facilities in Europe 
and the Orient are either owned outright by the various 
countries or are heavily subsidized. 

The United States — represented by Alcoa — lost its 
position as the world’s premier producer of aluminum 
to Germany in 1938 when that country produced 165,700 
metric tons of aluminum as compared with 130,129 metric 
tons output for the United States in the same year. 
Last year Alcoa produced about 148,682 metric tons 
but comparative figures from other countries are not 
available. The combined capacity of England, France 
and Canada for the production of aluminum was but 
33,800 tons in 1938 and, as a result, Alcoa have been 
shipping aluminum abroad at the rate of about 100,000 
short tons per annum. 
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No Monopoly on Metal 


Despite the fact that Aluminum Co. of America is the 
sole producer of aluminum in the United States it does 
not by any means enjoy a monopoly in the sense that 
potential consumers cannot obtain supplies of metal at 
any other source. In fact, in the fabrication of most 
aluminum objects, 50 per cent of the aluminum em- 
ployed is “scrap” or metal recovered for reworking, 25 
per cent is from foreign sources and the remainder is 
domestic pig metal. Aluminum Co. of America uses a 
considerable proportion of its own metal in fabrication of 
its own materials but the company invariably has metal 
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for sale and because of its position as the leading fabri- 
cator and producer in this country, sets the price at 
which the virgin domestic metal may be sold. This price- 
setting ability might savor of a monopoly but for the 
fact that the trend of aluminum prices as set by the 
company has been almost uninterruptedly downward 
during the past forty years and at current prices the 
metal is at least 20 per cent lower than it was in 1926 
and is just about what it has been for the past three 
years, at the lowest levels in the industry’s history. 

Aluminum Co. of America enjoyed a banner year in 
1939 with production of virgin aluminum exceeding 327 
million pounds and valued at $64.6 million as compared 
with an output of close to 287 million pounds valued 
at $56.7 million in 1938. Despite the fact that the year’s 
output was 17 per cent higher than in any previous 
year, sales—including exports—were so large that inven- 
tories of aluminum were reduced 22 per cent during the 
year. Had it not been for the fact that sub-normal 
rainfall prevailed throughout the country, the company’s 
metal output would have been considerably greater. 
As it is, the company’s gigantic plant at Alcoa, Tenn., 
accounted for 41 per cent of the total output while the 
plant at Massena, N. Y., ran second with 35 per cent. 
In order further to supply the aviation industry—which 
doubled any previous year’s consumption of alumi- 
num in 1939—Alcoa has recently purchased additional 
property to double the capacity of its Vernon, Cal., 
plant and has just agreed to take an additional 32,500 
kw of Bonneville dam power at Vancouver, Wash., for 
the next five years. These additions are but a part 
of the announced $30 million expansion program or 
about equal to the net income of one year of good 
operations. 

Alcoa has always followed the policy of plowing 
back a considerable part of earnings into the business 
and it is by this method that (Please turn to page 185) 
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War Boom for Meat Packers? 


Export gains probable later in year and mean- 
while domestic factors appear favorable. 


BY JESSE J. HIPPLE 


; —_ will very probably be a war boom of some pro- 
portions for the meat packers and it is likely to be a 
source of additional earnings for the many companies 
engaged in the industry, although the spectacular World 
War performance will hardly be duplicated. The effects 
of increased foreign demand will not be apparent or im- 
portant, however, until later in the packers’ fiscal vear. 
In the meantime it is the domestic situation that offers 
the most encouraging prospects for the industry. 
Recent dispatches from England indicate that British 
warehouses are stuffed heavy with meats of all kinds; a 
statement that seems to be borne out by the discovery 
of only small stores of meat in Denmark from which the 
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British have been accustomed to purchase large parts 
of their normal meat supplies. 

British requests that Canada slow down shipments of 
bacon and other pork products and a virtual embargo 
on imports of American meats tend further to confirm 
the reports. However, when it is said that British ware- 
houses are full it does not mean that the Isles have all 
of the meat that they will need for many months to 
come. Such a statement in reference to our country 
would mean just that, but in Great Britain refrigeration 1s 
relatively a luxury and the city of New York alone prob- 
ably has more cold-storage plants than the whole of Eng- 
land. England must continually receive fresh supplies of 
meat in all but the winter months and as a consequence 
should again be in the market for additional supplies 
before the summer is far advanced. 

Great Britain is a meat-eating country, its per capita 
consumption being about equal to our own or approxi- 
mately 140 pounds of various meats per year. Despite 
war times and other extenuating circumstances it is not 
likely that the British government can restrict its civilian 
population in the matter of meat allowances as could 
the other European countries without creating consider- 
able discontent at home and it is quite improbable that 
the Government will make any attempts to withhold 
as much meat as possible from the troops in the field. 
As long as the seas remain open the British population 
will see to it that reasonable supplies of meat are 
available. 

Last year, according to Department of Commerce re- 
ports, our exports of meats totaled 192,450,710 pounds, 
22 per cent higher than in 1938 and better than 50 per 
cent above the 1937 figures. Of our total exports, about 
40 per cent went to the United Kingdom direct, while 
only about 2 per cent went to Germany and the Seandi- 
navian countries, including Sweden. In 1938, the United 
Kingdom imported about 3,449 million pounds of meat 
of which approximately 400 million pounds were cured 
pork products from Denmark. While 400 million pounds 
of cured pork products may seem to be relatively small 
as compared to Britain’s total imports of meat products 
it is more than double our total exports of all meats in 
1939, although it is only 10 per cent of Britain’s imported 
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requirements. From that it would seem that should 
England be successful in reducing her consumption of 
foreign meats by as much as 10 per cent—remembering 
that it is now about 50 per cent lower than it was ten 
years ago—she will still have to call upon outside sup- 
pliers at some near future date. For pork products, such 
as the bacons and the like so dear to the British heart, 
there is no country better able to supply her than the 
United States. But let us take a look at the domestic 
situation which we have said offers the better prospects. 


Circumstances Favor Home Prospects 


It is only on rare occasions that a particular combina- 
tion of circumstances arises that spells satisfactory profits 
for the meat packers and it looks as if such a fortuitous 
combination of events is now in the making. The pack- 
ing industry—in common with most of our other mass 
production activities—must have volume in order to 
make even a fair showing of carnings since profit mar- 
gins are invariably small and if prices advance ever so 
slightly above the consumer’s idea of what he can afford 
to pay, he immediately reduces his consumption of meat 
products to a point within his self-appointed limits of 
expenditure. On the other hand, if prices appear to be 
right and consumer income is good, then the tonnage con- 
sumed takes a sharp upward jump even if accompanied by 
moderate increases in selling prices. Higher tonnage has 
always been more productive of better profits than wider 
profit margins alone. 

In 1935, when the price for meats in general was rela- 
tively high, consumption dropped—according to Bureau 
of Agricultural Economies figures—to about 10,634 mil- 
lion pounds or about 116.4 pounds per capita. This was 
the lowest consumption figure reached in any pre- 
vious year of the 20th century. 
Drought conditions made meat 
relatively scarce, but consumer 
incomes were not sufficiently high 
to meet the higher selling prices 
with the result that the consum- 
ers just cut down on their own 
meat ration. The results were 
eventually lowered meat prices 
and virtual elimination of pack- 
ing house profits for that year. 
Since that time, consumer in- 
comes have been improving 
gradually and since meat prices 
haves been comparatively low, 
per capita consumption has 
been on the increase. Per capita 
consumption in 1939 is not as 
yet available, but because there 
were about 800 million more 
pounds of meat eaten here last 
year than in 1938 it is reasonable 
to assume that per capita con- 
sumption has risen to approxi- 
mately 134 pounds; still well 
below the levels of ten years ago. 
With continued supplies of meat 
at reasonably low prices and no 
apparent decline as yet in con- 
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sumer income it is probable that the per capita con- 
sumption of meat products in this country will show 
additional recovery this year. 

Last year’s record of meat consumption was aided by 
the addition of fresh and cured pork products to the list 
of surplus foods purchasable with Blue Stamps issued 
by the Federal Government. Consumption of meat 
products has been further assisted by the recent addi- 
tion of salt pork and lard to the materials available for 
relief distribution. Of more importance from the angle 
of increased consumption of domestic meat products 
is the fact that this country ¢mported some 151 million 
pounds of meat and meat products last year, about 20 
per cent of which came from supplies no longer available 
to us because of war conditions. 

As was stated in an earlier paragraph, prices are among 
the greatest determinants of consumption when all other 
things are equal. Consumer income has, in recent 
months, been well above the levels of late 1937 and early 
1938 and—if no depression develops—should continue to 
rise gradually. Accordingly, since 1939 meat prices were 
on the whole substantially below those of any previous 
year since 1934 and at the close of the year were lower 
than the 1934 vearly average, there are excellent pros- 
pects that meat prices will be revised moderately upward 
after the present season of heaviest livestock offerings 
has passed. Indeed, there are some small increases in 
effect within recent weeks which have brought the aver- 
ages back to around early fall levels. 

In America, hog meat is one of the largest items of 
meat consumption. The supplies of pork depend closely 
upon the cost of feed—mostly corn—with the result that 
when the price of corn in high, the tonnage of pig 
slaughtering declines. The measure of the relation of 
feed costs to hog meat likely (Please turn to page 186) 





Final inspection of ham before wrapping for shipment. 
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The Bond Bulletin 


The Big Question— 


How Vulnerable Are High Grade Bond Prices? 


Conducted by J.S. WILLIAMS 


M. W. S. Bond Index 


1939 1940 May May 

High Low High Low 4 11 
|| cr 118.0 109.5 115.0 109.5 115.0 114.5 
10 Second Grade Rails ................... 42.9 31.3 37.0 33.8 36.2 33.8 
BO RO GPS RNIIOS: oo oso cescsciscsescce 112.9 109.3 113.0 112.1 112.6 112.1 
10 High Grade Industrials ................. 111.7 104.9 112.0 110.5 111.6 111.3 
40 Domestic Corporate ................... 95.9 84.9 93.4 92.7 93.4 92.8 


= as to the extent of the vulnerability of cur- 
rent prices of high grade bonds continues to be sharply 
divided. On the one hand it is argued that the huge 
reservoir of excess banking reserves provides all the 
assurance necessary to support a prolonged period of 
low interest rates and high prices for gilt edge bonds. 
This belief has many, as well as authoritative, sup- 
porters. 

Proponents of the opposite viewpoint argue that re- 
gardless of the almost unlimited supply of credit implied 
by the record-breaking total of excess reserves, coupled 
with the restricted demand for commercial credit and 
longer term financing for new capital outlays, a rise in 
interest rates and a decline in high grade bond prices 
will be one of the unavoidable consequences of a war 
economy. In support of this contention the fact is cited 
that every major price inflation in the past has rid- 
den into existence during a_ period of international 
conflict. 

High grade bond prices reached their all-time peak 
nearly a year ago in June, 1939. Both prior to and since 
that time predictions have been made that the bull 
market in bonds had ended. In the interim, the bond 
market suffered two notable sinking spells—one at the 
outbreak of the war, another following the invasion of 
Scandinavia. The decline in both instances, however, 
was of comparatively brief duration and was followed 
by recovery which carried prices almost, but not quite, 
back to their historical highs. The action of the bond 
market on these two occasions would seem to vindicate 
those who foresee an indefinite period of low interest 
rates. On the other hand, it is possible that later events 
may show that the principal mistake made in predicting 
a major and prolonged decline in bond prices was in 
the timing. 
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It appears certain that so long as large institutional 
investors concur in the opinion that a serious break in 
bond prices is not imminent, the possibility of such a 
break is considerably mitigated. In fact the banks and 
large insurance companies can probably be counted upon 
to enter the market on the buying side to cushion any 
minor decline. The heavy buying of Treasury obliga- 
tions by New York City member banks when the bond 
market weakened under the pressure of selling at the 
time of the Scandinavian invasion was sufficient to lend 
all of the support necessary, without any assistance on 
the part of the Federal Reserve. At the outbreak of the 
war last September, however, supporting operations by 
the Federal Reserve resulted in the purchase of upwards 
of $300,000,000 of Treasury obligations. 

Recently, in two successive weeks, New York City 
member banks sold an aggregate of $63,000,000 long 
term Treasury bonds. This lightening of longer term 
maturities in the portfolios of these institutions may or 
may not prove significant, or indicative of a trend. While 
New York banks sold long term Government bonds on 
balance, their action was by no means uniform; a num- 
ber of New York banks during the same period were 
buying Treasury bonds. All of which comes right back 
to the conclusion made at the start of this discussion 
—there are two distinct schools of thought on the sub- 
ject of high grade bond prices. Both obviously can’t 
be right for any considerable further length of time. 


* %*«£ 


Corporate financing in April totaled $254,964,227, this 
figure comparing with $98,566,073 in March and $238, 
553,656 in April a year ago. Refunding operations con- 
tinue to make up the major portion of new corporate 
financing and in April accounted for nearly 78 per cent 
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of the total. There has, however, been some increase in 
“new money” financing but as yet the total is insuffi- 
cient to indicate any significant change in the trend. 


* #2 * 


Scovill Mfg. Co. has announced its intention of refund- 
ing $7,900,000 of its outstanding convertible 514’s due 
1945, issuing for that purpose a new $8,375,000 issue of 
convertible debentures carrying a lower coupon rate. 
The company plans to offer the new issue first to stock- 
holders. Morgan, Stanley & Co. are the underwriters. 
The company is a leading fabricator of brass products 
and earnings last year turned up sharply, to which show- 
ing armament business contributed, and additional war 
orders will probably be forthcoming over the months 
ahead. 


* * * 


The proposed plan of reorganization for the Erie R.R., 
which on April 14, last, was approved by the Interstate 
Commerce Commission, effects a very substantial reduc- 
tion in funded debt and fixed charges. Funded debt will 
be cut from $523,281,000 to $332,692,000, and fixed 
charges are reduced from $13,599,000 to $11,178,000. 
Of the latter amount, only $6,628,000 are fixed, the road’s 
obligation with respect to the balance being contingent 
upon earnings. Last year Erie’s earnings available for 
charges amounted to $12,149,000, which on the basis of 
the proposed reorganization plan would have been suffi- 
cient to cover fixed charges 1.8 times, while coverage 
for fixed and contingent charges would have shown a 
slight balance. The year 1938 was the only year in the 
past fifteen when the road’s earnings would not have 
been adequate to cover fixed charges by a good margin, 
while all charges would have been covered slightly bet- 
ter than once over. 


* * * 


Bethlehem Steel 314’s 1942 are convertible into the 
company’s common stock at $110 a share. The recent 
strength in the stock, however, has gone unrecognized 
in the price of the bonds which have held within a nar- 
row range around 108. The bonds are redeemable at 
any time, on 30 days notice, at 105. Whether the mar- 
ket action indicates an early call is not known, but the 
thought might be advanced that in view of the fact the 
company’s common stock is such a volatile “war baby” 
that a further delay in calling the bonds might enable 
the company to force conversion. 


+ * 


Cities Service debentures have been in demand around 
their best levels for the year. Current earnings of the 
company have shown considerable improvement, net 
available for fixed charges in the first three months hav- 
ing been sufficient to cover fixed charges nearly 1.9 times. 
In the same period a year ago coverage was less than 
1.5 times. 


* * * 


Reports are current that Atchison, Topeka & Santa 
Fe Rwy. has under consideration the refunding of its 
44% per cent debentures due 1948. Weight is given to 
the possibility by the recent successful refunding opera- 
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tion carried out by the Union Pacific. The latter road 
sold an $81,602,000 issue of 314’s at 102, utilizing the 
proceeds to retire $65,902,000 4’s and $20,000,000 5’s 
both due in 2008. The Atchison 414’s are callable at 102 
on June and December 1. 


* * * 


Secretary of the Treasury Morgenthau reports that 
total sales of United States Savings bonds up te April 1, 
last, have aggregated in maturity value more than 
$3,860,273,475. These bonds have been purchased by 
nearly 2,000,000 investors. On the basis of these figures, 
it is indicated that on every business day since March 1, 
1935, average purchases of these bonds have amounted 
to nearly $2,500,000 daily. Average daily purchases dur- 
ing 1939 were at the rate of $3,667,975. 


* * * 


Long Island R.R. refunding 4’s due 1949. . . . These 
bonds are guaranteed as to principal and interest by 
the Pennsylvania R.R., a provision which would seem 
to justify well placed confidence in the security of both 
interest payments and the retirement of the bonds at 
maturity. As a better grade investment medium, the 
issue offers several inducements. The comparatively 
early maturity places it in the short term category, 
implying a desirable measure of immunity to any rise 
in interest rates and a decline in the high grade bond 
market. In addition, the bonds at recent levels around 
95 are one of the few good bonds obtainable at a dis- 
count. At these levels the bonds affords a current yield 
of about 4.2 per cent. 





New Issues Marketed or Planned 


Issue Amount Price 
Indianapolis Power & Light 


1st 314s due 1970............ ; . $32,000,000 ® 
Jersey Central Power & Light 

1st Mtge. Bonds due 1964...................... $39,000,000 bd 

Serial Notes due 1940-1949................... 3,225,000 ° 
McCrory Stores 

Deb. 314s due April 1,1955................... $ 3,000,000 10214 
Texas Corp. 

EIS oo cicrcnitcce vtisekistenes « $60,000,000 s 
Union Pacific R. R. 

Ref. Series “A 31s due June 1, 1980.... .. $81,602,000 102 


United States Steel 
Serial Debs. due 1940-1955. .................5. $75,000,000 


*—In registration. 


Important Bond Calls 


Issue Amount Price Date 

Container Corp. 

Deb. 5s due June 1,1943......... | 8 101 6/ 1/4 
Crane Co. 

Deb. 314s due June 1, 1953... $350,000 101 6/ 1/40 
McCrory Stores 

Deb. 5s due 1951......... ee ‘ &.& 104 6/ 3/40’ 
National Supply Co. 

1st Mtge. 334s due Dec. 15, 1954... $100,000 101 6/15 40 
Portland General Electric 

Extended 5s due July 1,1950....... $180,000 103 6/ 8/40 
United States Steel Corp. 

Deb. 314s due June 1,1948.......... . $2,427,500 103 6/ 1/40 


















TIDE WATER ASSOCIATED OIL CO. 





Moving Against Trend of Its Industry 


BY WARREN KRAEMER 


; Water AssociaTep Om enjoys the distinction of 
being the only major integrated oil company in the 
country to report the best first quarter in its history 
this year. For the three months ending March it earned 
$0.50 per share as compared with $0.11 per share for the 
like period of last year, and accomplished this with an 
increase of 16 per cent in total revenues as against a 
rise of only 7 per cent in costs and operating expenses. 
In view of the uninspiring situation in the domestic oil 
industry this performance seems remarkable, but it is 
in the tradition of the company which has fought a long 
and hard battle to attain its present position. 

The company was formed in 1926 as a consolidation 
of Tide Water Oil in the east and Associated Oil in the 
west, but they in turn date back to the early days when 
the value of oil was just being recognized and every well 
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was a wildcat. Tide Water was started by a group of 
young men right after the Civil War, and since the first 
string of wells were dry, would have failed had not the 
partners developed a thriving lumber business in con- 
junction with their prospecting. But by 1870 they had 
a few good wells and were beset by all the troubles of 
the infant industry. Shipping costs from the fields to 
refineries were excessive, and storage facilities were not 
available so that the price of oil fluctuated wildly and 
much of it was actually allowed to go to waste. The 
refineries were gradually consolidating into groups that 
forced the producers to do pretty much as they wanted 
them to by means of alliances with the railroads. 

The only solution to the problem seemed to lie in a 
pipeline, and the partners in D. McKelvy and Co., as 
Tide Water’s predecessor was called, leased the new line 
from Millerstown to Pittsburgh. They got the lease 
cheaply because a short while before it had been attacked 
by the employees of a railroad with which it competed. 
The line passed under the road’s right of way, and the 
men simply fastened a cable to it, hitched the other end 
to an engine and ripped open the line. McKelvy & Co., 
however, built storage tanks on either side of the railroad 
and carted the oil over the public highway crossing. All 
went well until the Standard Oil group bought the 
Pittsburgh refinery that was handling its oil. 

Then the company decided to go into the pipeline 
business in a big way by building a line that would reach 
from their fields through to Williamsport, Pennsylvania, 
where a connection would be made with the Reading 
Railroad that would take the oil into New York. They 
built the pipeline, and the Reading which had an interest 
in the new company carried out its part of the bargain. 
The only trouble was that by the time the line was 
completed and they were ready to sell their oil in New 
York, all the refineries there had been purchased by the 
Standard Oil group. Nothing daunted, they raised more 
capital and built a refinery of their own in Bayonne, N. J. 
From that point on progress was rapid. The Tide Water 
Oil Company as it was now called, expanded its oil 
production by building pipe lines into the Southern 
Illinois fields and buying up properties there to supply 
its refineries. This succession of events brings us up to 
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_ sors has striking parallels with 





the early 1900’s, the period when 
the demand for gasoline and oil 
began to grow by leaps and 
bounds. The company’s equip- 
ment was modernized to meet 
the changes, more and more 
property was acquired in the 
mid-continent areas, lighterage 
and rail equipment was pur- 
chased and more emphasis was 
placed on research and engineer- 
ing. 

The engineering department 
developed a new and superior 
oil for lubricating internal com- 
bustion engines which was 
named Veedol, and the com- 
pany’s sales were extended to 
every part of the world. The 
Bayonne refinery’s capacity was 
stepped up to 60,000 barrels 
daily, and a second refinery was 
built in Oklahoma with a ca- 
pacity of 12,000 barrels daily. 

The early history of the Asso- 
ciated Oil Co. and its predeces- 


that of Tide Water, except that 
it took place in the West. Early 
in 1901 oil had been discovered in the Kern River sec- 
tion of the San Joaquin Valley in California, and a group 
of men led by C. A. Canfield and J. A. Chanslor formed 
a company to exploit these fields. Some idea of how 
oil prospecting was carried out in those days can be 
gained from the fact that on one occasion Canfield 
started out from Coalinga, California, with a lot of heavy 
equipment, got stuck in the road a few miles from town 
and said, “Hell, this is as good a place to drill as any.” 
Four hundred feet down he struck oil and proved his 
statement. That was in 1895. In 1901 he and his asso- 
ciates formed the Associated Oil Company and invited a 
large number of independent producers to come in by 
exchanging their property titles for securities of the new 
company. 

The rapid expansion of producing facilities made trans- 
portation a problem, and the company bought out the 
Matson Steamship’s interest in a pipeline system, a 
refinery, a marine loading station, and a number of oil 
tankers and barges. The company was helped consider- 
ably by the Southern Pacific Railroad in its expansion 
program, both financially and physically. The road 
held large sections of property in the Kern River section 
and when oil was discovered, sold as much of it as it 
could for $2.50 per acre on very easy terms. This land 
later rose in value to almost $5,000 per acre under the 
development of Associated Oil. Furthermore, the rail- 
toad was among the first to turn to oil as a fuel for its 
engines and long remained one of the company’s best 
customers. The rapid growth of Associated kept it short 
of working capital for a number of years, until finally, 
in 1909, the Southern Pacific bought 51 per cent of the 
common stock for $20,069,000 and took over control. 
As the property account increased, sales gained sharply 
4s well, and by 1912 the company had gross revenues of 
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Photo by Fairchild Aerial Survey. 








Courtesy of Tidewater Oil. 
Tide Water's Bayonne, N. J., plant as seen from the air. 


$16,000,000. The pipeline systems were delivering 14,000 
barrels of oil daily to Monterey, and 60,000 barrels daily 
at Port Costa, and the refineries were being expanded to 
meet the demand for gasoline. 

The completion of a refinery at Avon in San Francisco 
Bay enabled it to go into the production of gasoline on 
a large scale, and its output found a market both in the 
United States and in the Orient. In 1926 the Southern 
Pacific sold its oil interests and the way was clear for the 
formation of the Tide Water Associated Oil Company. 
This was accomplished through the formation of a hold- 
ing company of that name that took over control of the 
two operating units. For ten years this corporate form 
was continued, but in 1936 the holding company was dis- 
solved and the two units merged into one under the Tide 
Water Associated Oil banner. 

Today the company has total assets of close to $205,- 
000,000, proven oil reserves of $75,000,000 barrels, 2,900 
miles of pipelines, four refineries located in Bayonne, 
N. J.; Avon and Watson, California, and Drumright, 
Oklahoma, with a combined crude and cracking capacity 
of 131,000 barrels and 62,000 barrels daily, respectively, 
27 ocean and harbor tankers, 1,700 tank cars, and 1,000 
tank trucks. The total sales of crude oil and oil prod- 
ucts came to 60,970,334 barrels last year as compared 
with total sales of 61,544,321 barrels in 1938. Of this 
amount only 20,560,288 barrels of crude oil were pro- 
duced from the company’s own properties, while 34,784,- 
503 barrels were purchased from various independent 
companies. This is because the proration and restrictive 
agreements on oil production throughout the oil produc- 
ing states make it cheaper in many cases to supply refin- 
eries with purchased oil than to attempt the shipment 
of crude from the company’s own fields. 

The total revenues of the (Please turn to page 189) 
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Product Diversification 


Any reader having knowledge of a 
drug company that has gone into the 
steel business lately is invited to get 
in touch with this publication forth- 
with. Meanwhile he can report that 
at least one steel company has gone 
into the drug business. Research- 
ers of Republic Steel, noting the ra- 
pid increase in demand for sulfapyri- 
dine, the pneumococci-killer, have 
developed a new and cheaper way 
of extracting the base material, 
pyridine, from the by-product gases 
of the coal coking process. As con- 
trasted with quantities of from two 
to three ounces per ton of coal re- 
covered under the old method, some 
20 tons were turned out at two Re- 
public plants in a single month re- 
cently. Result: a drop in the price 


American Airliners awaiting passengers at New York's Municipal Airport. 


For Profit and Income 


of pyridine from 80 cents a pound 
to 50 cents. 


Air Transport 


The airlines are facing a dilemma 
almost any other industry would 
welcome; their business is expand- 
ing so rapidly that by summer they 
may be turning away passengers for 
lack of equipment. The industry 
had expected about a 50% traffic 
increase this year but gains thus far 
have been running above 65%. 
Though some $25,000,000 worth of 
planes had been delivered to or or- 
dered by the lines this year, several 
companies, notably United and East- 
ern, have either placed additional 
orders in recent weeks or are plan- 
ning to do so in the near future. 
Since delivery on new orders cannot 



















be guaranteed before late this year 
or early 1941, however, an equip- 
ment shortage looms in coming 
months. All of the airlines, inciden- 
tally, are watching with bated 
breath United’s experiment with 
“coach” fares on its slower equip- 
ment operating between San Fran- 
cisco and Los Angeles. Though 
making the run in three hours in- 
stead of two as on the standard 
flight, these planes are still three 
times faster than the best trains 
which take about nine hours. Air 
coach fare for the journey is $13.10 
against $18.95 on the faster flight 
and $15.80 for railroad Pullman. 


















Corporate Notes 






Among the few companies to re- 
port a decline in first quarter oper- 
ating results, American Hide 
Leather, with a common share deficit 
against a profit of 21 cents the year 
before, is now doing better on the 
strength of increased foetwear sales 
since Easter and firmer leather 
prices, especially in the case of calf- 
skins of which imports from the 
Baltic have been cut off. * * * Seek- 
ing further to regain competitive 
ground lost in recent years, Inter- 
national Harvester will place on the 
market this summer a small $405 
combine designed for the family- 
size farm. Also, the company is get- 
ting into the field of refrigeration 
with a line of electrical and gasoline: 
powered coolers that will make all- 
round refrigeration available to the 
farmer at much lower cost that 
heretofore. * * * U. S. Steel's first 
quarter profits of $1.24 per share 
were about in line with Street ex: 
pectations but information in a rt 
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cent report to the SEC to the ef- 
fect that the big concern’s steel 
making activities were unprofitable 
last year, overall earnings deriving 
rather from ore sales, railroad and 
steamship operations, shipbuilding 
and other lines, came as something 
of a jolt. 


Canada Next? 


Pursuant to a recent Order in 
Council of the Canadian Govern- 
ment, American dollar balances of 
dominion citizens, including credit 
balances with brokers here, will be 
subject to requisition after May 31. 
Security holdings, however, are not 
included and it is likely that what- 
ever idle dollar funds Canadian in- 
vestors in American stocks may now 
have on hand will be invested be- 
fore the end of the month. More- 
over, any selling undertaken by Ca- 
nadians in our market thereafter 
will have to be matched by offset- 
ting purchases if the funds realized 
are not to become subject to requi- 
sition. In the longer run, however, 
the question arises as to whether 
Canada may not follow Britain’s 
course in commandeering her na- 
tional’s holdings of the securities 
themselves, in which case a new 
source of foreign official liquidation 
would be opened up. 


Television vs. Movies 


It is an open secret that Holly- 
wood moguls have been shivering 
in their boots for some time over 
the ultimate entertainment possi- 
bilities of television and what may 
happen to the motion picture busi- 
ness as a result. Only recently, how- 
ever, has any evidence come to light 
—and how valid it may be remains 
to be shown—that the movies may 
be actively combatting the threat. 
In a brief lately filed with the F C C, 
Radio Corp. charges Paramount Pic- 
tures of seeking to retard the devel- 
opment of television through its 
control of Dumont Laboratories which, 
in the current wrangle before the 
''CC, is advocating a standard 
frame frequency of 15 or, as RCA 
points out, less than that for or- 
dinary home movies (RCA is plug- 
ging for a 30 frame frequency). The 
latter company, incidentally, an- 
nouncing at its annual meeting the 
best first quarter earnings since 1929 
—l1 cents a share against 4 cents 
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Curtis Publishing Recapitalization Plan 


For the past eight years the $7 cumulative preferred stock of Curtis Publish- 
ing, originally issued as a stock dividend on the common, has been a millstone 
around the company's neck. In only one year since 1931 has the dividend been 
earned; payments have been spotty in recent years and arrears on the issue 
now total $19.37!/5 per share. In order to eliminate these arrears and reshape 
the company's capital structure along lines more in keeping with earning power, 
a plan of recapitalization has been put forward by the management and a 
meeting of stockholders to vote upon it has been announced for July 2. Ap- 
proval will require a two-thirds vote of the preferred stock and a majority vote 
of the common, though the management had reserved the right to withdraw 
the plan if less than 85 per cent of the preferred approves. 

Under the plan, each share of the present preferred, together with claim to 
dividend accumulations, may be exchanged for $10 principal amount of the 
new 3 per cent debentures (callable at par), one share of $4 prior preferred 
Ny cumulative and $1 payable if earned) having a call price of $75 (against 

120: for the present preferred) and carrying equal voting rights with the 
common, plus 2!/, shares of common stock recently selling around 3. Should 
all the present preferred be exchanged, capital structure will consist of $7,224,200 
of debentures, 722,420 shares of new preferred and 3,539,091 shares of common 
(more than double the present equity capitalization). Maximum charges prior 
to the common will be cut from $5,056,940 annually to $3,106,406, and preferred 
arrears to an amount of $13,996,887 that now bar the way to common share 
dividends even if earned will be eliminated. 

Though the company's average annual net over the past three years has 
only been about $2,500,000, suggesting that unless this figure is considerably 
bettered from here on there may be difficulty even in meeting the new and 
lower total of charges, adoption of the plan should greatly increase the chances 
of common share dividends. At the same time, voting control of the company 
would pass from holders of the common to holders of the present preferred 
who, on the other hand, would relinquish their ponent dividend claims 
and would also end up with a considerably smaller claim on current earnings 
so long as the latter remain around present levels. Some 49 per cent of the 
common and 18 per cent of the present preferred is held by the management 
and their associates. 





a year ago—also entertained attend- 
ing stockholders with the first pub- 
lic exhibition of television projected 
onto a screen large enough (414 by 
6 feet) to be viewed by a sizable 
audience. Within three months, it 
was reported, a 9 by 12 screen will 
be ready, but another year or two 
will be required for commercial de- 
velopment. 


The Comeback Trail 


That “they never come back” 
may be true enough in the sport 
world but the same cannot be said 
of the realm of commerce and in- 
dustry. There have been plenty of 
examples in the past—Spiegel, Para- 
mount and American Ice, to name but 
a few—and there are a number of 
concerns today which, in serious 
straits only a short time back, are 
now moving rapidly along the come- 
back trail. McKesson & Robbins, dis- 
cussed at length elsewhere in this 
issue, is one. Another is Cleveland 
Tractor which reported deficits of 


$1.76 and $1.40 for 1938 and 1939, 
respectively, but which is understood 
to have been well in the black in 
the first six months of its fiscal 
year ending next September 30. 
The company’s sales for the period 
rose sharply as a result of the com- 
pletion over the past 12 months of 
improved arrangements for distri- 
buting its farm tractors. Under the 
new set-up, Montgomery Ward, B. F. 
Avery and Massey-Harris are now 
handling the “Cletrac” line. No ap- 
preciable amount of war business 
has been received as yet though the 
company has sold some track-type 
machines both here and abroad for 
airport use. Also recovering nicely 
is American Stores, hard pressed not 
long ago by Pennsylvania’s ruinous 
chain store tax which, however, was 
invalidated in June of last year. 
Though Amco is by no means anx- 
ious to see it revived, the tax may 
have been something of a blessing 
in disguise to the extent that it 
prompted the elimination of a con- 
siderable number of the company’s 
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Farm Equipment makers in developing low priced and economical units look to the 
small farm as the most promising market of the future. 


smaller marginal units and the con- 
version of others into self-service 
markets. 


The Rails Fight Back 


With air traffic gaining at a pace 
that marks it as an ever more real 
threat to rail passenger totals, the 
railroads are fighting back as best 
they can through adoption of new 
equipment. Hence Pullman's intro- 
duction next month of its new low- 
fare “coach-sleeper,” a_ side-aisled 
car with five 3-passenger and five 
6-passenger compartments, each 
with its own wash basin. The berths, 
individually air-conditioned, run 
cross-wise to the length of the car; 
uppers are permanently built in, 
lowers are made up on the seats 
and intermediates unfold in the 
manner of a suspended shelf from 
the compartment walls. Also new 
is the Hill car, a highly streamlined 
unit whose body is hung on springs 
high above the car’s center of grav- 
ity, minimizing track jolts and caus- 
ing the car to bank on curves. Lat- 
est development in the way of 
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freight moving equipment is Electro- 
Motive Corp.'s new 5,400 horsepower 
diesel-electric locomotive now being 
tried out by a number of western 
roads for which it is particularly 
well adapted. Chief advantage is 
elimination of the need for changing 
locomotives on long freight hauls. 


Street Topics 


Considerable interest is evidenced 
in connection with the recent state- 
ment by an official of the Commerce 
Department to the effect the increase 
in manufacturers inventories was defi- 
nitely halted in March; over-enthu- 
siastic inventory stocking last fall is 
widely held to have been the most 
important contributing factor in the 
business reaction witnessed since 
the turn of the year. * * * Not to be 
forgotten among the growth indus- 
tries is rayon, output of which last 
quarter set another new record. * * * 
Early payment of the U. S. Rubber 
preferred dividend, obviously in- 
tended to instill confidence into 
shareholders jittery over the Far 
“astern situation, apparently missed 








its mark. * * * Pressure on Safeway 
Stores, heavy in recent sessions, is 
attributed to switching operations 
by a large Boston investment trust. 
* * * One company’s meat is an- 
other’s poison: Ex-Cell-O, in addi- 
tion to its booming business in other 
lines, notably machine tools, is do- 
ing well by itself in the production 
of fibre milk containers which, how- 
ever, are the nemisis of Thatcher 
Manufacturing, engaged solely in the 
manufacture of milk bottles. 


Pipe Dream 


The leading steel pipe manufac- 
turers—A. M. Byers, A. O. Smith, 
Republic Steel, Youngstown Sheet & 
Tube and U. S. Steel's National Tube 
—note with satisfaction the rising 
trend of pipeline and refinery con- 
struction by the oil companies and 
expansion of plant capacity in the 
paper industry. These two indus- 
tries put more money per dollar of 
plant investment into steel pipe than 
any others. Expansion is also going 
forward in the utility field but, 
apart from the natural gas concerns, 
utilities as a rule use cast iron and 
reinforced concrete rather than steel 
pipe. Producers of the latter, how- 
ever, look for sufficient business 
from earlier mentioned and _ other 
sources to lift their sales and earn- 
ings appreciably this year. 


A Look at the Record 


Despite official denials, rumors 
persist that the recent resignation 
of four high ranking officers of 
Montgomery Ward resulted from 
basic differences of opinion on ques- 
tions of major policy between these 
officers and the company’s board 
chairman and now its president, 
Sewell Avery. If such is indeed the 
case, the company’s record since 
Mr. Avery took over in 1931 would 
tend to support his stand in any 
matter of policy. The year before 
he assumed stewardship, Ward 
earned a net income of $423,211 or 
4.08% on sales of $249,097,223. Last 
year sales were $474,882,032 and net 
was $27,010,645, a new all-time rec- 
ord and equal to 5.69% of sales. 
Ward has also gained ground in 
relation to Sears, Roebuck, its larg- 
est competitor, sales last year 
amounting to 76.9% of the latter's 
volume against 71.1% in 1930 and 
profits to 72.5% against 2.9%. 
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ALLEGHANY-LUDLUM STEEL CORP. 


Six Promising Specialties 
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BUSINESS: Alleghany-Ludlum Steel Corp. is one of the country's lead- 
ing producers of alloy steels and other steel specialties. The company 
has an annual ingot production capacity of about 552,500 tons of 
which about 25 per cent is electric furnace and the remainder open 
hearth. Approximately half of the company's melt is specialty steels 
including stainless, silicon, high speed, tool and nitrated steels; the 
latter is exceptionally hard and is used for gears, arbors and other 
special purposes where a wear resistant steel is necessary. 


FINANCIAL POSITION: There is no funded debt although at the 
close of last year, bank loans totalled $450,000; reduced from $500,000 
at the beginning of that year. There were 33,382 shares of $100 
par value 7% cumulative dividend preferred and 1,251,474 shares of 
no par common stock outstanding at the close of 1939. The com- 
mon stock received a 50 cent a share dividend at the close of last 
year. The balance sheet of December 31, 1939, revealed a strong 
financial position with current assets ratio of nearly three-to-one and 
current assets amounting to $16,742,725. Cash and marketable securi- 
ties of over $1,000,000 seem adequate for near term needs, although 
inventories—up $3,000,000 from the close of 1938—appeared some- 
what high as $11,056,756. However, inventories are said to have 
included a heavy supply of what may eventually be hard to secure 
items needed for the preparation of alloy steels. Successful opera- 
tions last year increased profit and loss surplus more than $1,100,000 
to $9,884,547 after payment of preferred and common dividends. 


OUTLOOK: While the alloy steel business, especially stainless steel, is 
becoming more and more important to steel consumers, the company 
has developed an innovation in the stainless steel field with its new 
product "Fluramelt." This product consists of a sheet of soft steel 
sandwiched between two sheets of stainless steel or, if desired, a 
sheet of stainless steel veneered on a sheet of soft steel. The addi- 
tion of the soft steel facilitates stamping and drawing, while at the 
same time reduces the cost of using the stainless product. 


MARKET ACTION: 1: ny-Ludlum Market Allleghany's moves 
Corp. Average in relation to avge. 

‘37 high '38 low.. ae decline ¢ Mo ine 07% wider 

'38 low to '38 high.. Beaune 103 advance advance 35% wider 

‘38 high to '39 low..... decline uF decline 53% wider 

'39 low to ‘39 high... 108 fo advance advance 132% wider 


ene volatility on four moves 58% greater than M. W. S. index of 309 common 


COMMENT: Recent price—25. First quarter earnings of $0.75 a share 
were much better than a year ago, but were well below the $1.08 a 
share reported in the final quarter of 1939. 


Long-Term Record 


= Net Sales NetIncome Net Per Divi- Price 

Y Year (millions) (millions) Share dends* Range* 

Ae $4.431 d$.434 d$3.72 $2.80 72 - 

ae 3.204 d .099 d2.10 1.35 4614-10 

pas ee 2.044 d .474 d3.90 15 = 5% 
ee ies « 5 
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BUSINESS: American Car & Foundry Co. is the second largest builder 
of railroad cars in this country. The company has an annual capacity 
of about 70,000 freight cars, 1,100 passenger cars and 116,000 tons of 
railway equipment castings. Ten manufacturing plants and reasonably 
good financial position assure the company a full share of any avail- 
able business. Through subsidiaries, the company is also engaged in 
the production of motor buses, trolley cars, army tanks, motorboats 
and gasoline engines for land, water and air purposes. The company 
also leases tank cars and its own make of carburetor is used by General 
Motors and Chrysler. Among the company's investments is a sizeable 
block of American Locomotive stock. 


FINANCIAL POSITION: The company's fiscal year ends April 30 and 
as a result figures which would reflect the very good last quarter of 
1939 and the reasonably good first quarter of 1940 are not as yet 
available. As of April 30, 1939, the company was in fairly good finan- 
cial condition considering the succession of operating deficits since 
1930. There was no funded debt at the close of the last fiscal year, 
but there are 300,000 shares of 7% non-cumulative, $100 par value pre- 
ferred stock preceeding the 600,000 shares of no par value common 
stock outstanding. No dividends were paid on either the preferred or 
common stocks during 1939. At the company's mid-year (October 3!) 
a loss of $1,746,678 was reported, as compared with a loss of $1,893,494 
reported for the similar period of the year before. However, since the 
company then had $32,600,000 in unfilled orders on hand and the man- 
agement indicated that these orders would be completed prior to tha 
close of the fiscal year it is reasonable to assume that the six months’ 
loss will be overcome with a substantial margin to spare in the last half 
of the fiscal period. 

OUTLOOK: Although the outlook for the railroad eq t bu 

is not over bright at this moment there are maa “that — com- 
pany is in receipt of additional war business over and above the tanks 
now being made for the U. S. Government. 





MARKET ACTION: American Car & Market Am. Car & Fdy.’s 
Foundry Co. “ane onan 1 rel. to av. 

‘37 high to '38 low....... 82% decline ealine wider 

‘38 low to ‘38 high....... % advance +74 —. I wider 

‘38 high to '39 low....... decline 34% decline wider 

39 low to ‘39 high....... 148% advance fo advance 236% wider 


j a volatility on four Bs. 112% greater than M. W.S. index of 309 common 
stocks 


COMMENT: Recent price—29. Reports of foreign war orders valued 
at between $8,000,000 and $10,000,000 have sharply revised interest in 
the common shares. 


Long-Term Record 


Net Sales NetIncome Net Per Divi- Price | 
Year (millions) (millions) Share poy Range 
re NF $5.364 5.44 $6, 824%4-241/ 
i es NF 1.406 d1.15 2 oH 3834- 4 
... NF d2.577 d7.80 17 =-3 
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BUSINESS: The company is one of the more important producers of 
fine chemicals in this country. Its principal products are potash, borax 
and their derivatives, although the company has recently started to 
produce liquid bromine as well from its brine sources at Searles Lake, 
California. The European war has also increased the importance of 
the company's ability to make soda ash and salt cake, important to the 
paper industry as well as other trades. Borax also finds extensive use 
in the manufacture of paper as well as many other products. Until 
recently, Searles Lake was the company's sole source of raw materials 
from which to prepare its products. However, last November, the 
Department of the Interior approved three leases of potash bearing 
lands in the public domain of San Bernardino County, California. 


FINANCIAL POSITION: The company has no funded debt and at 
the close of 1939 there were no bank loans nor similar obligations. The 
sole capital obligation was 528,390 shares of no par value common 
stock. The financial position was strong. Working capital of $5,248,- 
985 was 14 per cent higher than at the close of 1938 and cash items 
of $3,227,296 were almost double total current liabilities of $1,622,880. 
Inventories, due to heavy demand for potash products in excess of 
productive capacity, were subnormal at $1,914,358. Dividends amount- 
ing to $4.75 a share of common stock were paid during 1939. 


OUTLOOK: Although the company's tonnage production declined 
about 5 per cent in 1939 the drop was due in most part to non-recurring 
conditions. Due to the addition of a new 100 ton a day potash plant 
and the elimination of last year's restrictions, it is expected that 1940 
production will step up sharply. Despite the decline in the volume of 
output last year, net sales in 1939 were about 30 per cent higher than 
a year before. Higher prices for products accounted for some of the 
increase in net sales but a good part was occasioned by heavy with- 
drawals from inventories. Scarcity of foreign potash favors the demand 
for domestic products and war activities make the company’s ability 
to produce between 2,000,000 and 3,000,000 tons of bromine and its 
derivatives an item of important potential revenue. Labor relations are 
cordial albeit somewhat inclined to be paternalistic. 
MARKET ACTION: American Potash Market Am. Pot. & Chem.'s 
& Chemical Corp. Average moves in rel. to av. 
‘37 high to ‘38 low 43% decline 64% decline 32% narrower 
*38 low to '38 high 53% advance 16% advance 30% natrower 


38 high to '39 low 5% decline 34% decline 82% narrower 
*39 low to '39 high 80% advance 44% advance 81% wider 


Average volatility on four moves 16% less than M. W. S. index of 309 common stocks. 


COMMENT: Recent price—1!06. The stock is selling close to its recent 
all time high level based upon its prospects as a “war bride." 


Long-Term Record 
Net Per Divi- 


Share dends 
$1.00 
50 


Net Sales Net Income 
(oie ) (mii 





BUSINESS: Campbell, Wyant & Cannon Foundry Co. is engaged pri- 
marily in the production of cylinder blocks for automobiles and trac- 
tors. In this field it is the largest producer in the world. Its cus- 
tomers include General Motors, Chrysler and Ford, as well as many 
independents. Other products, mainly automotive, include cylinder 
heads, housings, special type brake drums, manifolds, flywheels, etc. 
A new alloy steel, "Proferall," is also made and is designed to re- 
place many other alloys in the manufacture of automobiles. 


FINANCIAL POSITION: The company has outstanding only 344,925 
shares of no par value common stock; there being neither funded debt 
nor bank loans ahead of the equity issue. At the close of 1939, cur- 
rent assets of $2,988,824 were nearly five times greater than total cur- 
rent liabilities. Cash items of $969,384 were well in excess of the 
total current liabilities of $677,232 at the 1939 year end. Poor earn- 
ings in 1938 entailed an operating loss which, after dividends in that 
year, resulted in a profit and loss deficit at the end of that year. Better 
earnings in 1939, however, not only eliminated the previous deficit, 
but left a surplus of $114,424 with which to begin the new year. Al- 
though inventories expanded about 30 per cent during the year, the 
total of $1,241,788 was not considered to be excessive and was about 
equal to that at the close of 1937. Dividends of 20 cents a share of 
common were paid last year, but at that time an additional 40 cents a 
share was declared payable on January 26 of the current year. The 
1940 payment maintains the company's unbroken dividend record for 
the past six years. 


OUTLOOK: Business during the first quarter of 1940 was about 55 per 
cent ahead of that of a year ago with the result that the company 
reported net income of $218,772 or the equivalent of 63 cents a 
share of common stock for the period. This compares with but a 
nominal profit of $1,250 in the same quarter of last year. The first 
quarter balance sheet disclosed further improvement in cash position 
although current asset ratio declined somewhat. 


MARKET ACTION: pence gr Market ,Campbell’s moves 
a 


oO. verage in relation to avge. 
‘37 high to '38 low 7 64% decline i, wider 
‘38 low to '38 high....... 16% advance 8 wider 
*38 high to '39 low 50% decline 34% decline 47% wider 
39 Bea nl 94% advance 44% advance 115% wider 
Average volatility on four moves 65% greater than M, W. S. index of 309 common 


stocks 

COMMENT: Recent price—19. Although selling well above last year's 
high the shares are favored by good first quarter earnings and favor- 
able prospects for the balance of the year. 
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BUSINESS: Copperweld Steel Co. produces copper covered steel 
wires and rods possessing about 35 per cent of the electrical con- 
ductivity of solid copper but having the full tensile strength of steel. 
The product is more economical than pure copper in many instances 
especially for telephone and telegraph lines, signal systems and many 
other uses where the non-corrosive qualities of copper and the strength 
of steel are required. The company also produces bare copper wire, 
rods and cable as well as the same materials in bronze. Both the 
copper and the various alloy steels used are purchased from out- 
side sources, the company's sole function is the application of the 
copper to the steels through its own process while drawing or rolling 
billets into the desired forms. 


FINANCIAL POSITION: About $200,000 of an issue of $430,000 of | 
certificates of indebtedness remained at the close of 1939 and these | 
The capital structure now consists of | 
| able securities at the close of 1939 were in excess of the then cur- 


have since been retired. 
$2,000,000 of first mortgage, 4'/2 per cent, 15 year bonds (recently 
issued), 50,000 shares of $50 par value 5 per cent dividend pre- 
ferred stock and 431,714 shares of $5 par value common stock. The 
bonds and preferred stock were issued to consolidate banks loans and 
other debts as well as to finance additions to production capacity 
costing about $2,000,000. Despite a 40 per cent increase in sales 
in 1939 over those of 1938, due to a revision in the method of cost 
accounting and the expanded capital structure, net per common 


share declined from $2.87 a share in 1938 to about $2.05 a share of | 


common stock in 1939. The 1939 balance sheet disclosed a comfort- 
able financial position with current assets of $6,959,872 being nearly 
four times as large as then total current liabilities. 


OUTLOOK: The company's particular type of products are in good 


demand from the public utility and railroad industries and as a result | 
should continue to benefit from the expansion plans in store for both | 


industries this year. In addition, the automotive industry has been 
finding increasing uses for Copperweld steel which promises further 
outlets and future profit sources. 


MARKET ACTION: P 
°. Avesuge moves in rel. to av. 
ine 


‘37 high to '38 low.. 471% decline 64% dec 7a narrower 

‘38 low to '38 high 16% advance 13% narrower 
34%, decline 35% wider 

sh 17% 446, advance 3368 wider 

ity on four moves 18% greater than M. W. S. nies of 309 common 
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COMMENT: Recent price—24. The stock-has advanced sharply above 
last year's highs on prospects of good demand this year. 


Long-Term Record 
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| BUSINESS: The most important part of Scovill Manufacturing Co.'s 


business is the line of products manufactured from copper and brass. 
These include plumbing fixtures, electrical equipment, household 
electric appliances and auto parts. Tire valves and pressure gauges 
as well as a number of other accessories for the automobile trade 
are made by a wholly owned subsidiary of Scovill Manufacturing Co. 
In addition to the brass and copper materials, the company manu- 
factures a number of other items from different metals although these 


| items are of relatively smaller importance to the company. 


| FINANCIAL POSITION: The company has currently outstanding 


$7,850,000 of 5!/, per cent bonds due in 1945 and 1,046,838 shares 
of $25 par value capital stock. As of the close of 1939 the com- 
pany's financial position was strong with current liabilities better than 
six times as large as current liabilities. Working capital of $11,924,170 
was equal to $29.90 a share of capital stock and cash and market- 


rent liabilities. Inventories of $7,953,916 were approximately 10 per 
cent larger than at the close of 1938 and since the ratio of net sales 
to inventories was approximately four-to-one, this amount is not con- 
sidered to be excessive. 


| OUTLOOK: The trend toward increased use of brass and copper in 
| the residential construction industry regardless of the cost of the 


structure is favoring the makers of non-ferrous service pipes and other 
equipment. Growing consumer buying power and the increased inter- 
est in household electric equipment such as that made by the company 
is also an item which holds qood possibilities for this year. Although 


| the demand for these materials is substantially better this year than 


it was a year ago, raw material costs are but slightly higher with the 
result that profit margins have risen. It is probable, baring unforse- 
seen developments, that last year's satisfactory earnings will be bet- 
tered this year and dividends will be continued—perhaps at a some- 
what better rate. 


MARKET ACTION: 
‘37 high to '38 low...... 


‘38 high to '39 ie 
*39 low to '39 hi 
Average asia 
stocks, 
COMMENT: Recent price—32. Selling currently just below the 1940 
high, the stock seems reasonably priced on near term prospects. 
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The MekKesson & Robbins Comeback 





Fundamental Position in Drug Industry Unimpaired, Victim 


of Spectacular Thievery Expands Its Sales and Profits 


BY STANLEY DEVLIN 


, F. Donald Coster, the ex-president of 
McKesson and Robbins has taken his place beside Ali 
Baba and Ivar Kreuger as a master thief, the company 
he created actually earned more money last year than 
ever before. Gross profit after taxes and charges but 


Photos taken in the laboratories of McKesson & Robbins 
Making a color comparison test with a Photometer. 





before interest requirements came to $4,255,531 and 
though better profits have been reported, they were 
for the most part fictitious. The previous record of 
$5,013,000 in 1937 proved to be only $3,358,000 after 
the reauditing. 

This achievement by a company in bankruptcy seems 
little short of a miracle, since the public might logically 
have been expected to recoil from the company’s prod- 
ucts. Any tendency in this direction, however, was fore- 
stalled by a vigorous public relations campaign carried 
out by Mr. W. J. Wardall, the Trustee, to prove that 
there was no connection between the crude drug divi- 
sion through which Coster carried on his peculations 
and the rest of the company in so far as merchandise 
was concerned. But even if the sales of labeled items 
had fallen off, it would have affected only some 238 
drugs and 42 brands of liquor sold under the McKesson 
name out of the 48,000 items the company handles. And 
these few articles account for only about 6 per cent of 
total sales. Though the fact is not generally recognized, 
McKesson and Robbins is really about five businesses 
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rolled into one, and does little direct selling to the public. 

In addition to manufacturing Calox toothpowder, 
Abolene cleansing cream, and some two hundred odd 
drugs under its own name, the company is an important 
factor in the liquor industry and the largest jobber of 





This device is used in measuring the surface tension of liquids. 


drugs in the country. It imports wines and liquors, 
among them Martin’s scotch, Ronrico rum and Sande- 
man sherry and port. It is the largest liquor distributor 
in the country with sales of more than $37,400,000 last 
year. It owns the Hunter Baltimore Rye Distillery 
(which it is trying to sell to Schenley for $2,250,000) 
and bottles two gins and several ryes and blends. And 
above all it is the supplier of 48,000 drug and sundry 
items to thousands of drug stores from coast to coast. 
This division had more than $102,700,000 in sales last 
year and is estimated to handle ten times as much mer- 
chandise as any other wholesale drug house in the coun- 
try. Of the 61,000 drug stores in the nation almost 
54,600, surprisingly enough, are independents that must 
buy their stocks from jobbers and the company serves 
them through its 76 offices that are located throughout 
36 states. In addition to pharmaceuticals and drugs 
McKesson also handles everything normally found in 
a modern drugstore with the exception of the food and 
dairy products, including clocks, fountain pens, and 
Coca-Cola syrup. In this business lies the explanation 
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for the ability of the company to weather the storm that 
broke with the exposure of Coster as an embezzler. The 
company’s local representatives are tor the most part 
former independent drug jobbing concerns of long stand- 
ing that were held in high regard before their merger with 
McKesson and Robbins, and have retained the confi- 
dence of their customers throughout this difficult 
period. 

And the name of McKesson itself has been well 
thought of for many years. It was back in 1833 that 
John McKesson started a drug store in New York’s 
famous Maiden Lane. He prospered and several years 
later took in Daniel Robbins as a partner. Daniel had 
two enterprising sons and under their guidance the com- 
pany branched out into the manufacture of drug prod- 
ucts and pharmaceuticals. As the years passed Mc- 
Kesson became the leading concern in the drug trade, 
had world-wide connections, forty salesmen on the road 
and did $18,000,000 worth of business annually. The 
peak came at about the turn of the century. After that 
the succeeding generations of both families did not work 
as well together. In 1914 a partnership was sold to a 
man named Norvell who had definite ideas on how the 
business should be operated. When John McKesson, Jr., 
died the strain grew too great and in 1924 the remaining 





Samples in the Control Laboratory for test and comparison. 


McKessons left the company and set up a small drug 
manufacturing concern of their own. Two years after 
that, Norvell and the descendents of Daniel Robbins sold 
out to F. Donald Coster for an even $1,000,000. 

Coster had strong financial backing as the result of 
his demonstrated genius in building up Girard and Co. 
as a drug manufacturing concern over a number of years. 
This success was evidently attributable to a thriving 
business in bootleg alcohol. His hair tonics found a 
wide but unpublicized market far outside of the barber- 
shops, and with excellent profits from this business there 
was no trouble in raising capital for expansion purposes. 
The shrewd Yankee bankers knew a profitable business 
when they saw one and were only too eager to back 
Coster, who had shown amazing ability. Unfortunately 
for them, he was already building the framework of his 
complicated system for looting company treasuries that 
was to reach such magnitude with the acquisition of the 
old and respected name of McKesson and Robbins. 

In 1926, we have seen, Coster arranged the purchase 
of the drug company for $1,000,000 which was raised by 
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the bankers and a Connecticut investment house. Prog- 
ress was rapid after that, but it was made in two direc- 
tions. One was sound and was to be the keystone for 
the company’s ability to survive the thieving of its 
president, and the other consisted of building up ficti- 
tious inventories and accounts receivables to cover the 
diverting of funds from the treasury to Coster’s pocket. 
The time was right for the company’s expansion, for 
Wall Street boiled with eagerness to finance great deals. 
Coster’s idea was merely to take in the more important 
houses of the 300 odd independent drug jobbers in the 
country and by consolidation to take over a portion of 
their $1,000,000,000 annual business. 

The scheme was a huge success and McKesson and 
Robbins became the largest factor in the American drug 
industry with sales of over $140,000,000 yearly. Along 
with this progress Coster was himself gaining a reputa- 
tion as a trader in the world drug markets. These trans- 
actions were highly successful on paper, but the profits 
were for the most part plowed right back into inven- 
tory. Accounts receivable and inventories grew apace 
and the directors congratulated themselves on the excel- 
lent showing of the company. But the crude drug divi- 
sion was nothing but a blind. Coster didn’t buy or sell 
a dime’s worth of drugs in reality. He merely put 
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through an amazing number of transactions with a long 
list of dummy concerns, churned over a vast amount of 
the company’s funds and diverted several millions to his 
own pockets during the process. He was able to do this 
by maintaining several dummy addresses and making 
full use of the fact that an accountancy firm ordinarily 
makes no check of the physical assets of a company and 
does not circularize the accounts receivables unless 
ordered to do so. 

So expert was the bookkeeping of Coster and his asso- 
ciates in the looting processes that the accountants who 
handled the company’s books for over fourteen years 
thought the crude drug department to be the best oper- 
ated one of the entire company. But a careful reaudit 
of the actual physical assets and inventories and accounts 
receivables showed that inventories had been inflated 
by the huge sum of $10,575,772 and accounts receivables 
inflated by $10,037,318. The bookkeeping import of this 
was that the total falsifications of $20,613,090 wiped out 
the entire capital and earned surpluses of $10,288,303 
plus a contingency reserve of (Please turn to page 188) 
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New Market Influences At Work 


Under Cover of the Averages 


BY FREDERICK K. DODGE 


I. March a year ago the broad market index of 309 
common stocks was almost exactly where it is today. 
Hitler’s move into Czecho-Slovakia knocked prices down 
to their lows of April, from which a hesitating recovery 
carried into summer, to be followed by a dip and leap 
on the outbreak of war. Early in that September rally 
the market index was again at the level now occupied. 
Among the surprises of the whole period has been the 
fact that stock prices have deviated so little from their 
stand of six months before the war, considering all the 
new factors and implications brought out 
since then. This is true only of the aver- 
ages, however; individual issues and groups 
have gone far afield. 

In the accompanying chart the March 
18, 1939, price of each group has been 
taken as 100 and its fluctuations from then 
to September and to the present calculated 
on that base. By September 9 all of 
these groups except Building and Public 
Utilities had advanced above the March 
level. The Utilities, it will be recalled, ran 
into considerable selling in the September 
rally, caused by fears that their costs 
would rise under war conditions without 
compensating advantages to be gained. The Build- 
ing group has been under pressure for more than a 
year. 

Of the groups that advanced between March and 
September, only one—Aviation—has since managed to 
extend its gains. Autos, Chemicals and Machinery have 
lost some ground, Oils, Steels, and Rails a great deal, 
Rail Equipments and Utilities a moderate amount. As 
it stands today the Aviation group is 43 per cent above 
its position a year ago in March, and the Rails 25 per 
cent lower. 

The relation between the pairs of bars shown on the 
chart is interesting as an indication of the market’s first 
success in judging war effects. For instance, the imme- 
diate tendency was to give the automobile manufac- 
turers a somewhat higher rating than they enjoy today. 
Since then the reports from the industry have been 
about all that could have been desired, but evidently 
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they have not lived up to early September expectations. 
Perhaps the fact that war has cut heavily into some 
export markets for passenger cars has changed the atti- 
tude of the public toward the group, with normal exports 
to the richer European countries apparently lost for the 
duration of the war. 

Chemicals, on the other hand, have been helped by 
several war developments. Foreign sales are at new 
highs, partly because of the interference with norma! 
competitors; and in addition, some companies in the 

group have received or expect to receive 
direct orders from the belligerents. Yet 
the group is lower today than eight months 
ago, although the general market is at 
approximately the same level. 

Whatever influence liquidation of stocks 
owned abroad could be expected to have 
would presumably be felt most by the 
Rails, Steels, Utilities and Motors. Market 
action tends to bear this out, but of course 
supplies no definite confirmation. The 
English were on the buying side in the 
first few days of the war and did no 
substantial selling all during September. 
Since then each of these four groups has 

slipped in relation to the rest of the market. Presumably 
they would be among the categories least damaged by 
a sudden end to the war. 


Individual Counter-Moves 


Analyzing market action more precisely and on a daily 
basis, there appear three definite moves since the pre- 
war low point set on August 24. The first was a rally 
to September 12, the second a backaway to Januu- 
ary 15 of this year, and the third a highly irregular for- 
ward move to present prices, which are not the highs 
but represent a point in a rally that lasted over three 
months. The first move was up, the second down, and 
the last up again. There have been a number of promi- 
nent stocks contrary enough to move exactly against 
the market in each of those phases. A few of them are: 
American Radiator, Colgate Palmolive, Commercial 
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Credit, Commercia] Investment Trust, Eastman Kodak, 
National Biscuit, National Cash Register, and Wool- 
worth. In an atmosphere of waxing and waning en- 
thusiasm over war earnings, it can be seen how these 
issues have felt impulses different from the main body 
of stocks. Some have direct foreign investments jeopar- 
dized by hostilities; some suffer by any war-caused rise 
in commodity prices; some depend on business within 
countries damaged by the conflict. Whether any or all 
of the group will observe the same consistency in counter- 
ing future moves of the averages is doubtful, but they 
obviously number some “peace babies.” 


War Adjustments 


The issues which declined in the first war rally 
culminating on September 12 were those which either 
attracted no interest on war prospects or were actually 
threatened by the conflict. A few of these managed not 
only to turn and rise against a falling market (as did 
those mentioned in the paragraph above), but also to 
extend their gains from January 15 to the present. 
Their action, in other words, was down on the first move 
when the market was going up, then upward on the 
next two moves, when the market first lost and then 
gained ground. The implication might be that the first 
reaction to war in the case of these stocks was too 
bearish, that the selling was overdone; or it might be that 
adjustment to war conditions has been observed to be 
going along better than was thought likely. American 
Tobacco B, Canada Dry, Coca Cola, General Foods, 
Kroger Grocery, Loew’s, Owens-Illinois, Paramount, 
Penney, Safeway Stores and a considerable number of 
others have acted in this way. 

A few stocks like the aircrafts have managed to gain 
in each phase of the market leading up to the beginning 


of the war and since. Curtiss-Wright might be taken as 
representative, since it rose between August 24 and 
September 12, from then until January 15, and has 
climbed somewhat higher since. A number of other 
aviation issues did the same, but not all of them. 
Celanese, Commonwealth Edison and Southern Cali- 
fornia Edison were also consistent gainers. Contrasted 
with such action has been that of International Nickel 
which has gone lower in each recent phase of the market. 
Whether on the up side or the down, absolute consistency 
of this sort naturally indicates a special situation, to be 
explained by particular factors affecting the industry or 
company in question. 

A certain few stocks, among them Industrial Rayon, 
started by gaining in the first two moves, but have lost 
ground since mid-January, and this action again has 
been due to special developments. Industrial Rayon 
suffers from a threat to its supply of imported pulp, 
while Celanese has gone ahead with the group which 
rose consistently on the rallies and dips of the general 
market. 

In all this process of adjustment within and against 
the trend of the market lie clues to future behavior. 
For practical purposes, group action, because more 
readily observed and interpreted, is the starting point. 
Using groups it is frequently possible to avoid the distor- 
tions which are occurring with great frequency nowa- 
days—distortions due to switching by investment trusts 
or other large holders almost as often as to actual 
underlying factors in a company’s situation. Where 
trading is undertaken strictly on a basis of timing pur- 
chases and sales, a comparison of the action of indi- 
vidual issues with their groups will assist in choosing 
the issues most likely to go with the trend, avoiding 
the misfortune of buying at the right time but into the 
wrong stock. 
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Another Look at 


Anaconda 


Safeway Stores 


Freeport Sulphur 
Texas Gulf Sulphur 


Goodyear Tire & Rubber 


BY THE MAGAZINE OF WALL STREET STAFF 


W. here continue our practice of periodically reviewing 
companies previously discussed at length. This gives 
us the opportunity for revising opinions if necessary, and 
for emphasizing the need for constant supervision of 
investments. 

Heavy buying in the copper markets during the last 
six months of last year enabled Anaconda Copper Min- 
ing Co. to make the second best showing since 1929. 
Earnings were equal to $2.33 per share or more than 
twice the 1938 figure of $1.10 per share. And this favor- 
able trend in earnings has been continued into the cur- 
rent year with the net for the first quarter up to $1.20 
per share as compared with $0.42 per share for the first 
three months of last year. It takes roughly from 60 to 
90 days for copper to be processed from the raw ore to 
the refined and deliverable stage. And because the com- 
pany reports earnings on a delivery basis only, the large 
orders contracted for during the final months of last 
year were for the most part translated into earnings 
during the first quarter of this year. 

Anaconda has the largest foreign holdings of any of 
the domestic copper producers, and its mines in South 
America and Mexico produced 480,994,556 pounds of 
copper as against the 200,417,863 pounds produced by 
its domestic mines. This foreign production contributed 
$1.68 per share of last year’s earnings despite the in- 
creased taxation it was subject to. Because of the high 
tariff on foreign copper the company must sell its South 
American and Mexican production in the world markets, 
and accordingly benefitted considerably from the huge 
orders placed by the French interests at the outset of 
the war. 

In addition to being a producer of copper, the company 
also has large fabricating interests; its subsidiary, Amer- 
ican Brass, is the largest fabricator of brass and copper 
products in the world; and it has a majority interest in 
Anaconda Wire and Cable as well. Shipments of manu- 
factured products from the plants of these two companies 
amounted to 612,031,416 pounds last year or an increase 
of 36 per cent over 1938, and made it necessary for the 
company to purchase copper ore in the domestic market 
since its own mines could not produce enough. 
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The company has just completed a refunding program 
whereby it sold $35,000,000 of five year serial notes to 
a group of New York banks and used these funds to call 
$33,000,000 of the 444 per cent debentures outstanding. 
Furthermore Chile Exploration Co., a subsidiary, plans 
to retire $8,200,000 of $12,000,000 in bank loans that are 
currently outstanding. Thus the total reduction in 
interest requirements for the company will come to 
$1,136,000 annually and the outstanding debt will be 
reduced from $50,015,000 at the end of last year to 
$43,815,000. The common stock, of which there are 
8,674,338 shares outstanding, is currently quoted around 
29, midway between the narrow six point range for the 
year thus far. With the intensification of the war some 
renewal of large scale buying might be expected to de- 
velop in the world market, and this together with an 
indicated upturn in domestic demand lends the stock 
considerable speculative interest. 


* * * 


Safeway Stores is the second largest grocery chain 
in the nation, being topped only by the Great A & P Tea 
Co. It operates 2,859 retail units in nineteen states, 
mostly west of the Mississippi River, and services this 
chain by operating 76 warehouses, 21 bakeries, 6 cream- 
eries, 3 meat distributing plants, 6 coffee roasting plants, 
2 mayonnaise plants, a milk condensery, a candy and 
syrup factory and a number of smaller warehouses. 

Sales of the company last year reached record levels, 
advancing to $385,500,000 as compared with the previous 
high record of $381,868,000 in 1937, and net income was 
also the highest in the history of the company and equal 
to $6.61 per share. These gains reflect both the rise in 
consumer income during last year and the progress that 
has been made on the modernization program that is 
now 90 per cent complete. Under this plan, unprofitable 
and marginal stores are eliminated and their business 
channeled into centrally located and more modern stores 
offering a wider range of merchandise and better facil- 
ities. And in addition practically all units now have 
their own meat markets. 

Taking advantage of its excellent earnings position the 
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company last year paid off its 4 per cent debentures with 
a $14,000,000 bank loan at a considerable saving in in- 
terest, and has just recently completed the refunding of 
76,195 shares of 7 per cent preferred stock and 54,549 
shares of 6 per cent preferred stock with an issue of 5 
per cent preferred stock. There are only 806,559 shares 
of common outstanding so that earnings mount up 
quickly on a per share basis, but the dividend policy has 
long been conservative. Disbursements last year came 
to $2.50 in cash and $2.00 in par value of 5 per cent pre- 
ferred stock, or a total of $4.50 per share face value. 
The shares were discussed about a year ago at around 38 
as having merit for the long pull and although they are 
currently selling close to 50 they still hold attraction both 
from the point of income and appreciation in value over 
the longer term. ‘ 


* * * 


Freeport Sulphur is the second largest domestic pro- 
ducer of sulphur which finds a steady market in such 
basic industries as steel, paper, textile, and chemical 
manufacturing. And the company has a second string to 
its bow in the form of its subsidiary, Cuban-American 
Manganese Co. Manganese is essential for the produc- 
tion of certain grades of steel and with the possibility 
that imports from Russia, the former chief source of 
supply, may be cut off by the war, has resulted in heavy 
buying by the steel companies. 

Earnings of the company last year came to $2,200,762 
as against $1,506,059 in 1938 and the sales of manganese 
contributed $601,689 or one quarter of this total. Profits 
were equal to $2.76 per share last year and for the first 
quarter of the current year totaled $1.08 per share of 
which $0.47 per share was earned by the manganese 
subsidiary. Freeport’s properties hold an estimated 25 
years’ supply, but the company has to pay out a sub- 
stantial proportion of its earnings as royalties on leased 
lands. For instance the Hoskins mound at Freeport, 
Texas, is operated under a lease which gives the Texas 
Corp. 70 per cent of the profits, and the earnings from 
the deposit at Grande Ecaille in Louisiana are divided 
with three oil companies that have an interest in the 
property. 

Since the price for sulphur is not subject to sharp 
fluctuations, the earnings of the company are relatively 
stable and dividends were paid every year right through 
the depression. Last year disbursements came to $1.50 
per share on the 796,380 shares of outstanding common 
stock. At the current levels around 38 the shares merit 
consideration both from an income standpoint and ap- 
preciation particularly in view of the dynamic aspects 
of the Cuban manganese developments. 


* * * 


_Texas Gulf Sulphur is the largest factor in the domes- 
tic sulphur industry and enjoys an advantage over Free- 
port in that its deposits which are principally located in 
Boling and Long Point domes, Texas, are wholly owned. 
Their location is strategic, giving access to cheap fuel 
and to the Gulf for shipping. Operations are on a low 
cost basis since the company makes use of the Frasch 
method for sulphur extraction by which hot water under 
pressure is used to melt the sulphur and bring it to the 
surface. 

Over 80 per cent of the sulphur used in this country 
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goes into the production of sulphuric acid, the basic, 
cheapest and the most commonly used of all chemicals. 
And over the last decade or so it has made excellent 
progress in relation to general industry as new applica- 
tions are constantly added. The wide gains in the chem- 
ical industry as a whole have greatly increased the need 
for the acid, and it finds its way into fertilizers, rayons, 
paints, steel, paper, and rubber among others. Since 
little labor is required for the production of sulphur, 
costs are more or less independent of rising wages and 
permit widening profit margins during periods of busi- 
ness expansion. 

With a steady earnings record and an exceptionally 
strong working capital position, the company has been 
able to maintain an impressive dividend record over the 
last difficult decade. Disbursements have been $2.00 
per share or better for every year since 1929 except 1933 
when payments totaled $1.25 per share. Earnings last 
year came to $2.04 per share and since current liabilities 
totaled only $2,109,717 as against current assets of $30,- 
521,298 and there is neither preferred stock nor funded 
debt, the company was able to pay $2.00 per share to the 
stockholders. At its present levels around 35 the stock 
of Texas Gulf is primarily an investment for income, but 
with the slowly widening market for its product it has 
long term growth characteristics as well. 


* * * 


Goodyear Tire and Rubber is the largest producer of 
rubber products in the world. About 75 per cent of 
sales are derived from the tire and tube divisions, 
although of late the mechanical and specialty rubber 
divisions have been increasing in importance. The 
company supplies practically all of Chrysler’s new equip- 
ment requirements and is a major factor in the replace- 
ment field as well, distributing its tires through more 
than 100,000 dealers here and abroad, and through 650 
of its own retail stores. 

Earnings last year totaled $9,838,797 or $3.20 per 
share as compared with $1.34 per share in 1938, and net 
income showed a 63 per cent gain on an increase of only 
about 20 per cent in sales. This is mainly attributable 
to better volume which led to more economical opera- 
tions, and increased sales to the tire dealers, although 
there was a marked gain in the sales of mechanical rub- 
ber goods as well. The new products, Pliofilm and 
Airfoam, have met with an excellent reception and the 
market for them is still expanding. 

Thus far the war in Europe has not had much effect 
on Goodyear’s business, either domestic or foreign, but 
it may become increasingly difficult to bring home the 
earnings of the British divisions. At the end of last year 
out of total assets of $191,553,523 the company had cur- 
rent assets of $27,493,622 and property accounts of $28,- 
207,340 abroad. These represent mainly manufacturing 
units in Canada, Britain, Sweden, Argentina, Australia, 
Java, and Brazil, and rubber plantations in Sumatra. 
Of course the spread of the war throughout the world 
clouds the profit outlook to a large extent and though 
domestic business may be expected to show gains as the 
heavy dealer stocks are worked off and more new auto- 
mobiles are put on the road, the shares at their current 
price around 21 are still under the threat of a possible 
squeeze between rising raw material prices and static 
retail quotations. 
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For the fourth consecutive week, per capita 
business activity has improved leadtinialhe 
to a level 10% above last year, in response to 
better than normal eit gains, or wa than 
customary seasonal slackening, in all components 
of our Business Index with the exception of 
Check Payments and Electric Power output. 
Preliminary estimates indicate that Business 
Activity averaged about 89 last month (103 
without adjustment for secular progress), com- 
pared with the final figure of 90.4 for March 
and 82.4 during April of last year. Probably 
the Federal Reserve Board's seasonally adjusted 
index of industrial production receded to 
around 101 in April, from the revised figure of 
103 reported for March. 


* * * 


A sharp rise in Steel operations, in conjunc- 
tion with significant gains in new orders 
booked recently by a number of industries, and 
the encouraging circumstance that consumption 
for a number of weeks has been running well 
ahead of production, point to a probability that 
the business trend henceforth, for a few months 
at least, will be moderately upward. Inven- 
tories held by manufacturers on April Ist were 
a trifle lower than a month earlier; but were 
still 17% higher than last year. Inventories 
carried by wholesalers rose fractionally during 
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CONCLUSIONS 


INDUSTRY—Steel and coal lead in- 
dustrial upturn. 


TRADE—Under poor shopping weath- 
er, rural retail sales make better 


showing than city department stores. 


COMMODITIES—Spread of war pro- 
duces numerous sharp and divergent 


trends in commodity prices. 


MONEY AND CREDIT—Commercial 
borrowings static. Bank investments 
rise. Excess reserves make successive 
new highs. 
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Business and Industry 





Date 


Latest 
Month 


Previous 


Month 


Last 
Year 


PRESENT POSITION AND OUTLOOK 








INDUSTRIAL PRODUCTION (a) 


Mar. 


103 





INDEX OF PRODUCTION AND 
TRADE (b) 
Production 
Durable Goods 
Non-durable Goods 
Primary Distribution 
Distribution to Consumers 
Miscellaneous Services 


Mar. 
Mar. 
Mar. 
Mar. 
Mar. 
Mar. 
Mar. 


88 
87 
716 
94 
82 
93 
89 





WHOLESALE PRICES (h) 


Mar. 


78.4 





INVENTORIES (n. i. c. b.) 
Raw Materials 
Semi-Finished Goods 
Finished Goods 


Feb. 
Feb. 


95.7 
87.7 
109.7 


97.0 
84.6 
109.9 





COST OF LIVING (d) 
All items 


Housing 

Clothing 

Fuel and Light 

Sundries 

Purchasing value of dollar 


Apr. 
Apr. 
Apr. 
Apr. 
Apr. 
Apr 


85.9 
719.9 
86.7 
73.2 
85.4 
97.0 
116.4 


85.5 
78.8 
86.6 
73.2 
85.8 
96.9 
117.0 








NATIONAL INCOME (cm){.... 


Mar. 


$5,936 


$5,567 





CASH FARM INCOME; 
Farm Marketing 
Including Gov't Payments 
Total, First 3 Months 
Prices Received by Farmers (ee).. 
Prices Paid by Farmers (ee) 
Ratio: Prices Received to Prices 


Paid (ee) 


Mar. 
Mar. 


Apr. 


$534 
601 
1,987 
98 
123 


80 


$545 





FACTORY EMPLOYMENT (f) 
Durable Goods 
Non-durable Goods 





FACTORY PAYROLLS (f) 
(not adjusted) 





RETAIL TRADE 
Department Store Sales (f) 
Chain Store Sales (g) 
Variety Store Sales (9) 
Rural Retail Sales (j) 
Retail Prices (s) as of 


90 
115.0 
119.0 
136.6 

92.8 


88.0 
109.8 
113.6 
131.0 

89.1 





FOREIGN TRADE 
Merchandise Exportst 
Cumulative year's totalt to 
Merchandise Imports t 
Cumulative year's total} to 


Mar. 
Mar. 31 
Mar. 
Mar. 31 


$352.3 
1,068.8 
216.7 
658.4 


$267.8 
699.4 
190.5 
526.8 





RAILROADS EARNINGS 


Total Operating Revenues* 1st 3 mos. 
Total Operating Expenditures*. ./1st 3 mos. 
1st 3 mos. 
Net Rwy. Operating Income*.../1st 3 mos. 
Operating Ratio % 1st 3 mos. 
Rate of Return % 1st 3 mos. 


$985,982 
146,454 
91,938 
115,108 
75.71 
2.40 


$897,774 
693,925 
86,089 
85,960 
77.29 
1.79 





BUILDING Contract Awards (k) 
F. H. A. Mortgages 
Selected for Appraisal f 
Accepted for Insurance { 
Premium Payingt 


Apr. 


Apr. 
Apr. 
Apr. 


$135.4 


128.2 
16.9 
47.7 


$330.0 


105.7 
64.9 
46.2 





Building Permits (c) 
214 Citiest 
New York Cityt 
ROM MECCEs bos 2 > vchgcee ae 


Mar. 
Mar. 
Mar. 


89.0 
21.6 
110.6 


97.4 
24:3 
118.7 











Engineering Contracts (En){.... 


211.8 


240.7 





(Continued from page 177) 


March, to a level 8.5% above the like date in 1939 
against a gain of only 0.8% in sales. Estimates 
prepared by the National Industrial Conference 
Board place the number gainfully employed 
during March at 45,581,000, a gain of 171,000 
over February and 1,190,000 more than in the 
like month of 1939. Factory weekly real wages 
in March, after allowing for a rise of 0.7% in the 
cost of living, were 4% above last year. 
* x * 


While this country produces most raw staples 
required for industrial purposes, a greater or less 
proportion of such important materials as rubber, 
tin, hides, silk, wool, sugar and wood pulp, are 
imported in times of peace. Rising ocean freight 
and insurance rates are already increasing the cost 
of these, and the supply of some, or even all, 
might be greatly curtailed by the spread of war to 
areas where they are produced. Current inventories 
of such stragetic materials are comparatively inade- 
quate, and efforts to acquire more as a precaution 
appear destined to cause higher prices in months 
to come. 

- + ~ 

Incomes received by individuals in March 
aggregated $5,936 millions—a 4% rise over 
last year, against 5% for the first quarter, and 
compared with a gain of 11.6% in general busi- 
ness activity for the first quarter. Similar con- 
servatism is reflected in dividend declarations for 
April, which were only 16% more liberal than in 
the like period of 1939, despite an increase of 
more than 75% in corporate profits for the first 
quarter. Owing to smaller Government subsidies, 
farm income in March was 2% below last year; 
but the first quarter showeda gain of 12%. High- 
er prices are partially offsetting smaller exports of 
agricultural products; so that the half year is ex- 
pected to yield a better income for our farming 
population than enjoyed during the period of 
1939. While merchandise exports in March 
were 31% above last year in dollar amount, the 
gain in physical volume was only 16.8% owing 
to an 11.1% rise in export prices. Since domes- 
tic wholesale prices are up only 2.9%, it is 
clear that goods for export command higher 
prices than for home consumption, as in the world 
war of 1914-18. Owing to poor shopping 
weather and the earlier Easter this year, depart- 
ment store sales for the four weeks ended April 
27 were only 1% ahead of the like period of 
1939; but for the month of March, sales by in- 
dependent retailers were up 7.5%, with rural 
stores reporting a gain of 4%. 

~ a” * 


With carloadings running currently about 
10% above last year, Class | railroads have re- 
ported a gain of only 7% in n. o. i. for March 
(owing partly to storm damages), against 34% 
for the first quarter. 

* * * 

Privately financed construction, both resi- 
dential and engineering, is showing progressively 
widening margins of increase over last year. 
Further stimulus should derive from a recent ruling 
whereby common trust funds may be invested in 
FH A mortgages. 
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STEEL : 
Ingot Production in tons * Apr. 4,264 While domestic retail sales of automobiles in 
Pig Iron Production in tons*....| Apr. 3,270 April were 30% ahead of last year, a relative high 
Shipments, U. S. Steel in tons*..| Apr. 932 rate of production permitted only a nominal re- 
+ duction in field stocks which, on May 1st, stood 
AUTOMOBILES at a record total for that date and 14% above last 
Production year. Generous allowances on used car trade-ins 
Factory Sales Mar. 423,299 403,627 371,946 were made last month in order to stimulate new 
Total 1st 3 Months 1940 1,259,027 1,017,334 car sales in the face of poor driving weather. 
Registrations 
Passenger Cars, U. S. (p) Mar. 315,000(pl) 224,625 248,038 ge Bes 
Trucks, U. S. (p) Feb. 41,336 45,650 37,460 


PAPER (Newsprint) Bituminous coal stocks on April 1 were 


A 9.5% lower than at the first of the year, and only 
* ’ 
Roden Ea Coneat font] Ao. ans aas4 wae | Tatton er eke don Soah 


3 helps to explain why production recently has been 
* 
Mill Stocks, U.S. & Canada* (tons).| Apr. 231.2 228.6 232.6 leclining ot a much fess then nosmal sete for this 


Bi season of the year. In contrast with this healthy 
ee hidis 10,304 9.599 9.993 statistical situation, lumber orders in the week 
Withdrawn, Gals. * Mar. 6,469 6,616 6,791 ended April 27 were 2% below last year, com- 


Stocks, Gals. * Mar. 31 473,278 470,518 475,150 = a cumulative gain of 9% for the year 














- * * 


GENERAL 
Paperboard, new orders (st) Mar. 392,794 367,897 429,545 
Railway Equipment Orders (Ry) After declining for five months, new orders 

Locomotive Apr. 50 40 19 booked by the paperboard industry (a recog- 
Freight Cars Apr. 1,812 1,076 , 2,865 nized business barometer) turned upward moder- 
Passenger Cars Apr. fe) 0 14 ately during March; but were nearly 10% below 
Cigarette Productiont 13,021 13,163 14,244 the like month of 1939. Lecomotives ordered 
Bituminous Coal Production * (tons). 32.962 35,210 9,627 during April were 10 ahead of March and 31 
Boot and Shoe Production Prs.*...| Mar. 34,450 35,651 42,920 above the number purchased in April of last year. 
Portland Cement Shipments * (bbls.)} Mar. 7,715 4,905 8,467 
Commercial Failures (c) Apr. 1,291 1,197 1,331 


WEEKLY INDICATORS 


Latest Previous Year 


Week Week Ago PRESENT POSITION AND OUTLOOK 


























M. W. S. INDEX OF BUSINESS : 

ACTIVITY 1923-25—100 91.0(pl) 89.9 82.0 Though electric power output during the past 
fortnight has receded at a somewhat greater than 
ELECTRIC POWER OUTPUT normal seasonal rate, the margin of increase over 

“SS SRRET IS a oa eR 2,386 2,398 2,164 | last year remains about 10%; with the Central In- 
dustrial, Southern and Rocky Mountain areas re- 
TRANSPORTATION porting gains of 14% to 17%. Gas company 

Carloadings, total 4 665,510 644,520 572,095 revenues in February were 13.7% above the like 
4 33,171 35,933 34,016 | month of 1939. 
4 122,038 116,766 59,934 
Forest Products 4 31,215 33,718 30,121 
Manufacturing & Miscellaneous... . 4 272,940 268,395 258,290 
L. C. L. Mdse 148,638 153,808 








* * * 


Announcement that low-priced flat steel must 
be delivered before June 1 has broken the sit- 
down strike among buyers and started an upturn in 








STEEL PRICES | the operating rate. While part of the stimulus 
Pig Iron $ per ton (m) . 99.61 90.61 || _ thus given to bookings will be at the expenses of 
Scrap $ per ton (m) : 16.38 14.95 July and August business, rising demand from 
Finished ¢ per Ib. (m) : 9.986 | abroad should have a counteracting influence. Ex- 





- ——— ports of iron and steel during the first quarter 
STEEL OPERATIONS reached 1,290,000 tons; nearly 200% greater 
% of Capacity week ended (m).... i , 41.0 than for the like period of 1939, and within 30% 
Rome ea amas] ee of the quarterly average during the World War's 
CAPITAL GOODS ACTIVITY peak year, 1917. In the first quarter, the industry 
(m) week ended i 712.4 — aera NO BAR ch earned 41 times as much after charges as reported 
PETROLEUM for the like period of 1939. 
Average Daily Production bbls. *. . 4 3,601 3,550 3,581 6 ae 
Crude Runs to Stills Avge. bbls.*..) May 4 3,505 3,555 3,368 
Total Gasoline Stocks bbls. * May 4 95,559 95,815 81,200 Curtailment of crude output and a possibility 
Fuel Oil Stocks, bbls.*..........| Mar. 4 74,166 73,565 79,437 that foreign sources of supply may be blocked by 
Crude—Mid-Cont. $ per bbl May 10 1.02 1.02 1.02 extension of the war area have caused firmness in 
Crude—Pennsylvania $ per bbl....) May 10 2.23 2.23 1.48 oil securities, despite excessive stocks of gasoline. 
Gasoline—Refinery $ per gal May 10 0614 .0614 .06 


t—Millions. *—Thousands. (a)—Federal Reserve 1923-25—100. (b)—Federal Reserve Bank of N. Y. 100%—estimated long 
term trend. (c)—Dun & Bradstreets. (cn)—Dept. of Commerce estimates of income paid out. (d)—Nat. Ind. Conf. Bd. 1923—100. (e)— 
Dept. of Agric., 1924-29—100. (ee)—Dept. of Agric., 1909-14—100. (En)—Engineers News Record. (f)—1923-25—100. (g)— 
Chain Store Age 1929-31—100. (h)—U. S. B. L. S. 1926—100. (j)—Adjusted—1929-31—100. (k)—F. W. Dodge Corp. (m)—lron 
Age. (n)—1926—100. (n.i.c. b.)}—Nat. Ind. Conf. Bd. 1936—100. (p)}—Polk estimates. (pl)—Preliminary. (r)—Revised. (Ry)—Rail- 
way Age. (s)—Fairchild Index, Dec., 1930—100. (st)—Short tons. : 
































MAY 18, 1940 179 





Trend of Commodities 


lard and copper recorded gains; cotton prices, on the other | 
hand, sapped sharply, while lead and zinc prices were 
unchanged. It appears certain that the latest turn of events 
in Europe will result in considerable modification of domestic 
inventory and buying policies. The necessity of maintaining 
adequate stocks of imported raw materials is obvious, and 
it is probable that buyers will assert a greater willingness 
to carry somewhat larger inventories. 


War has again become the major influence upon com- 
modity prices. The response to the German invasion of the 
Low ntries was both immediate and marked. As on 
previous occasions, however, the effects upon individual 
commodities were widely divergent. Import commodities, 
notably rubber, tin and silk, scored spectacular gains reflect- 
ing grave concern over possible shortages. Among domestic 
commodities wheat and corn were notably strong; hides, 





FINISHED PRODUCTS 


INDEX NUMBERS 


RAW MATERIAL 


U. S. DEPT. OF LABOR COMMODITIES INDEX 1926=100 


1935 1940 AMJJASO JFMAMJ JASON 
1939 1940 


U. S. DEPARTMENT OF LABOR INDEX OF 28 BASIC COMMODITIES 
Spot Market Prices—August, 1939, equals 100 


High 


28 Basic Commodities 
Import Commodities 32. { F 
Domestic Commodities x g \ 112.3 113.3 























Latest Previous 


Date Wk. or Mo. Wk. of Mo. PRESENT POSITION AND OUTLOOK 











COTTON Cotton. On Friday, when news of the invasion 


Price cents per pound, closing 


Spot 
(In bales 000's) 
Visible Supply, World 
Takings, World, wk. end 
Total Takings, season Aug. 1 to.... 
Consumption, U.S............... 
Exports, wk. end 
Total Exports, season Aug. 1 to.... 
Government Crop Est. (final) 
Active Spindles (000's) 


May 11 
May 11 
May 11 


May 11 

May 11 

May 11 

Mar. 

May 10 45.9 
May 10 5,638.7 
1939 11,792 
Mar. 22,555 


5,592.8 


22,804 


of Holland and Belgium became known, cotton 
prices declined $2.25 a bale. This action reflects 
the conviction that the further extension of the war 
area inevitably will result in further restriction of 
export demand for American cotton. According 
to a survey made by the N. Y. Cotton Exchange 
Service, a decline of more than 4,000,000 bales 
in the annual rate of world cotton consumption is 
threatened by the present war area. Another 
1,000,000 bales would probably be added to 
this figure should the Mediterrean region later 
become involved. Meanwhile production _ is 
being expanded in Egypt and Brazil. The im- 
plications are obvious, 





WHEAT 


Price cents per bu. Chi. closing 


Exports bu. (000's) since July 1 to. 
Exports bu. (000’s) wk. end 

Visible Supply bu. (000's) as of... 
Gov't Crop Est. bu. (winter) (000's).. 


May 11 108%, 
May 11 10814 
May 4 122,425 
May 4 Ba We | 
May 4 99,207 
April 1 426,215 


106% 18% 
10514 73% | weakness in the stock market brought some profit 
118,688 
3,290 1,438 


* * * 


Wheat. At the opening on Friday wheat 
prices rose 4 to 5 cents a bushel. Later in the day 


taking by wheat traders, but net gains for the day 
ranged from 31% to 414 cents. Overshadowed 
by war events, latest reports of crop conditions and 
heavy interior movement might otherwise have re- 
sulted in lower prices. Spring wheat conditions 


113,212 


66,580 
563,431(ac) 





CORN 


Price cents per bu. Chi. closing 


Exports bu. (000's) since July 1 to. . 
Visible Supply bu. (000’s) as of... 





Gov't Crop Est. bu. (000's) (final). . 





May 11 68 
May 11 68% 
May 4 26,007 
May 4 33,119 
1939 2,619,137 


6474 5014 
653% 51%, Corn. Prices rose to new highs for the season 
25,834 
33,970 


continue favorable, while some improvement in 
the winter belt has been reported. 
* * * 


67,593 following the announcement that 20,000,000 

37,288 bushels had been sold to United Kingdom under a 
2,562,197(ac)} mew subsidy arrangement. Rumors placed the sub- 
sidy as high as 25 cents a bushel. 
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Date 


Latest 


Wk. or Mo. Wk. or Mo. 


Year 
Ago 


Previous 


PRESENT POSITION AND OUTLOOK 








COPPER 
Price cents per lb. 


Export f. a. s. N.Y. 
Refined Prod., Domestic (tons). . . . 
Refined Del., Domestic (tons) 
Refined Stocks, Domestic (tons)... . 
Refined Prod., World (tons) 
Refined Del., World (tons) 
Refined Stocks, World (tons) 


May 11 
May 11 
Mar. 
Mar. 
Mar. 31 
July 
July 
July 31 


11.50 
11.40 
86,295 
64,376 
159,795 
158,236 
181,487 
490,419 


11.125 
11.10 
82,761 
63,215 
145,393 
173,205 
180,433 
513,670 


10.00 


50,803 
320,812 
139,483 
177,580 
523,196 




















TIN 
Price cents per Ib., N. ¥ 
Tin Plate, price $ per box 
World Visible Supplyt as of 
U. S. Deliveriest 
U. S. Visible Supplyt as of 


May 11 
May 11 
Mar. 31 
Mar. 

Mar. 31 


55.00 
5.00 
32,339 
9,244 
17,970 


47.25 
5.00 
33,148 
6,600 
15,619 


48.90 
5.00 
37,788 
4,755 
10,786 





LEAD 
Price cents per Ib., N. ¥ 
U. S. Production (tons) 
U. S. Shipments (tons) 
Stocks (tons) U. S., as of 


5.00 
48,400 
46,353 
74,692 


4.75 
40,799 
40,871 

122,035 


5.10 
43,317 
39,176 
72,658 





ZINC 
Price cents per Ib., St. Louis 
U. S. Production (tons) 
U. S. Shipments (tons) 
Stocks (tons) U. S., as of 


5.75 
54,601 
46,978 
81,234 


5.75 
57,620 
51,095 
73,611 


4.50 
43,036 
40,641 

130,380 





SILK 
Price $ per Ib. Japan xx crack 
Mill Dels. U. S. (bales) 
Visible Stocks N. Y. (bales) as of .. 


2.90 
21,740 
42,698 


2.64 
21,685 
45,887 


2.69 
27,802 
20,738 





RAYON (Yarn) 
Price cents per Ib 
Consumption (a) 
Stocks as of (a) 


53 
30.4 
11.6 


53 51 
29.5 23.1 
10.4 43.8 





WOOL 
Price cents per Ib. tops, N. ¥ 


103 


99 861% 





HIDES 
Price cents per Ib. No. 1 Packer... 
Visible Stocks (000's) as of 
No. of Mos. Supply as of 


Apr. 
Apr. 


13% 


12,558 
6.77 


1014 
13,155 
6.57 


1314 
12,887 
6.93 





RUBBER 
Price cents per Ib 
MIN UES Pe ik sss vais oecee Lee 
Conmamption, U.S.7.......0... 6 
Stocks U. S. as of 
Tire Production (000's) 
Tire Shipments (000's) 
Tire Inventory (000’s) as of 


Apr. 
Mar. 
Mar. 31 
Mar. 
Mar. 
Mar. 31 


23.50 
70,699 
50,192 

149,678 

5,031 
4,352 
10,836 


20.12 
59,258 
49,832 

148,776 

4911 
4,118 
10,157 


15.98 
29,601 
50,165 

205,936 

5,091 
4,565 
9,963 





COCOA 
Price cents per Ib. July 
Arrivals (thousand bags) 
Warehouse Stocks (thousand bags).. 


May 11 
April 
May 10 


6.07 
212.3 
1,033.5 


4.30 
517.6 
1,374.2 


6.00 
207.6 
1,048.0 





COFFEE 
Price cents per Ib. (c) 
Imports, season to (bags 000's). ... 
U. S. Visible Supply (bags 000’s). . 


May 11 
May 1 
May 1 


1% 


11,569 
1,362 


1% 
11,487 
1,352 


1%, 
10,620 
1,507 





SUGAR 


Price cents per Ib. 


Refined (Immediate Shipment)... 
U. S. Deliveries (000's) 
U. S. Stocks (000's)* as of (1) 





May 11 
May 11 
3 Mos. 
Mar. 31 





2.90 

4.50 
1,273.9 
1,018.3 





Copper. Copper prices, which only the day 
previous had been reduced to 11 cents and a new 
low for 1940, were advanced on Friday to 11.50 
cents. Buying interest was active, although ex- 
port interest was light. Domestic sales thus far in 
May have totaled 11,050 tons compared with 
12,174 tons in the same period of April. 

* * * 


Tin. Of the leading non-ferrous metals, tin 
was the most spectacularly effected. On Friday 
spot prices rose 6 cents to 53.50 cents. It is ex- 
pected as a result of the latest turn of war events 
that the International Tin Committee will act shortly 
to remove restrictions on production and export of 
tin which at present are limited to 80% of quotas. 

ca * * 


Lead. Buying interest, which up until last 
Friday had been extremely indifferent, awoke with 
abang. Sellers were almost swamped with orders 
reported to be emanating from all classes of lead 
consumers. Earlier in the week prices had been 
reduced $2 a ton, and in the light of later events 
an advance in prices would not be unexpected. 

* * s 

Zine. By contrast with most other commodi- 
ties, zinc was least affected by the recent war 
events. Belgium has been supplying a substantial 
amount of the Allied requirements for fabricated 
zinc and any interruption in the Belgian supply 
would probably redound to the benefit of do- 
mestic fabricators. Stocks at the end of April 
rose 7,623 tons; April shipments were down 
4,117 tons; and production was down 3,019 tons. 

+ * & 


Silk. Prices rose the limit on Friday, reacting 
only moderately at the close. Action appeared 
to reflect gains in other import commodities rather 
than new developments. Some concem, how- 
ever, was felt over the possibility of a shipping 
shortage or perhaps some restrictive move on the 
part of Japan. 

a * _ 

Rayon. Production in the first quarter set a 
new high record. Producers of yarn are reported 
to be booked to capacity through June. 


x * * 


Hides. Prices rose under the impetus of war 
psychology. Shoe production in March was 
more than 1,000,000 pairs under February and 
until recently resulted in softness in hide prices. 

= * * 


Rubber. A shortage of cargo space and the 
implied threat to the Netherlands Indies combined 
to raise rubber futures to the highest levels since 
last September. Spot prices were nominal at 25 
cents. Domestic stocks of crude rubber are equal 
to less than three months’ requirements. Includ- 
ing supplies afloat, however, the total would be 
raised to about five months’ needs. Consumption 
over the next several months, at least, will prob- 
ably be smaller. No serious shortage of crude 
rubber appears imminent. 

* * * 


Sugar. War news accounted for good gains 
in both domestic and world futures markets. Pos- 
sible later effects upon prices include damage to 
Holland and Belgium beet crops, shortage of 
harvesting crews, damage to current stocks and a 
shortage of shipping accommodations from Java, 
with a resulting reversion of orders to Cuba. 








t—Long tons. *—Short tons. 


tefined. 


a 





(a)—Million pounds. 


(X}—No foreign statistics allowed to be sent from abroad because of war conditions. 


(ac)—Actual. 


(c}—Santos No. 4 N. Y. 


(pl)}—Preliminary. (rr)—Raw and 
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Mooney and Banking 





Latest Previous Year 
Date Week Week Ago COMMENT 








INTEREST RATES : 
Time Money (60-90 days) May 11 114% 114% 114% In these columns two weeks ago, attention was 


Prime Commercial Paper May 11 14-34% Ve-%4% 5p-1% called to the shift which appeared to be taking 
Call Money May 11 1% 1% place in the character of Government bond port- 


Re-discount Rate, N. ¥ May 11 1% 1% | folios of New York City Member Banks. In 
Phe three weeks holdings of Treasury bonds were re- 
CREDIT (millions of $) duced $62,000,000, while holdings of the short 
Bank Clearings (outside N. Y.)..... May 2,673 2,506 term Treasury bills and notes were substantially 
Cumulative year's total to May 44,951 41,269 enlarged. Since then, however, some further light 
Bank Clearings, N. ¥ May 3,667 3,699 has been thrown on this development. For one 
Cumulative year's total to May 57,979 61,733 thing, it has been reported that while holdings of 
F. R. Member Banks Treasury bonds declined on balance, the actual 
Loans and Investments May 23,542 21,785 number of banks buying Treasury bonds was greater 
Commercial, Agr., Ind. Loans...) May 4,409 3,841 than those on the selling side. Another point is 
Brokers Loans May 626 648 the likelihood that an increase of $74,000,000 in 
May 8,960 8,341 holdings of Treasury bills over the past fortnight is 
May 2,427 2,026 of no greater significance than indicating the pass- 
May 3,494 3,347 ing of the property tax dates in Illinois and Minne- 
Demand Deposits May 19,696 16,660 sota. Previously banks in these states had accu- 
Time Deposits May 5,305 5,248 | mulated Treasury bills for the express purpose of 
New York City Member Banks tax avoidance. With the latter need no longer 
Total Loans and Invest May 9,174 7,956 present, western banks have been sellers of Treasury 
Comm'l' Ind. and Agr. Loans. ..| May 2,958 2,750 bills over the past fortnight. 
Brokers Loans 111 115 oe 
Invest. U. S. Govts 3,681 3,025 In the most recent week loans by New York 
Invest. in Gov't Gtd. Securities... 1,296 1,023 banks to commerce, industry and agriculture de- 
Other Securities 1,239 1,158 clined $3,000,000. This was the third successive 
Demand Deposits 9,059 7,460 week in which declines were reported. Quite 
Time Deposits 658 622 possibly, however, this trend may be halted, if not 
Federal Reserve Banks reversed, if the recent strength in commodity 
Member Bank Reserve Balance... 12,877 9,967 prices is sustained and impells industrial buyers to 
Money in Circulation 7,589 7,570 6,904 expand inventories at least as a precautionary 
Gold Stock 18,835 18,771 15,856 measure. 
Treasury Currency 3,004 3,000 2,854 1g PERE 
Treasury Cash 2,309 2,293 2,678 Excess reserves continue to expand to new high 
Excess Reserves May 6,130 6,110 4,190 ecg the increase in the latest week amounting 
a to $20,000,000 bringing the total to $6,130,- 
NEW FINANCING (millions of $) 000,000. A gain of $64,000,000 in gold stocks 
April 246.3 134.9 259.9 was the principal factor in the most recent gain. 


New Capital April 53.9 29.1 78.2 | oS ear 
Riluiding April 199.4 105.8 181.7 Gold stocks are at a new high—$18,835,000,000. 
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No. of 
Issues (1925 Close—100) High Low May 4 May 11 (Nov. 14, 1936 Close—100) High Low May 4 May 11 
309 COMBINED AVERAGE 614. 61:3 "63.1 61.3x 100 HIGH PRICED STOCKS... 68.30 63.87 65.42 63.87x 
100 LOW PRICED STOCKS.... 58.80 52.69 54.51 592.69x 





5 Agricultural Implements.... 103.6 91.4 98.9 93.8 2 Mail Order 949. 83.8 85.0 83.8x 
6 Amusements : 22.8 23.8 22.8L 4 Meat Packing 70.0 52.7 65.0 65.1 
15 Automobile Accessories. . . ; 82.1 91.7 86.7 13 Metals, non-Ferrous 158.4 147.0 148.0 151.3 
12 Automobiles d 10.0 10.7 10.0x 19.4 13.0 19.4H 18.2 
12 Aviation (1927 Cl.—100).. 5 185.3 218.2 220.0 22 Petroleum 86.7 79.7 82.6 81.2 
3 Baking (1926 Cl.—100).... R 10.2 10.9 10.2x 18 Public Utilties 57.6 46.2 49.0 46.2x 
3 Business Machines . 97.4 102.7 97.4L 3 Radio (1927 Close—100).. 12.9 10.4 12.14 11.5 
9 Chemicals 1 160.3 166.2 162.7 9 Railroad Equipment 53.2 443 48.3 48.3 
20 Construction : 28.2 29.4 28.2x 22 Railroads 13:6 = 10:6°:. 11.1. °90:6x 
5 Containers 1: S225 247.3: 231.9 2.7 1:7 1.8 1.75 
9 Copper & Brass ‘ 91.0 95.6 99.5 2 Shipbuilding 118A < IS “A134 = 108.7 
2 Dairy Products F 30.8 33.1 32.0 11 Steel & Iron 85.9 72.9 80.1 81.6 
7 Department Stores H 19.4 20.0 19.4 ge.i 24,3°° 29.7 30.2 
6 Drugs & Toilet Articles 7 45.9 53.0 50.7 2 Sulphur 1802 160.5..177:2 160.52 
2 Finance Companies 1 233.5 252.7 233.5x 3 Telephone & Telegraph 47.5 38.3 39.3 38.3x 
7 Food Brands f 96.4 110.5 104.8 4 Textiles 57.3. 49.0 55.4 54.0 
3 Food Stores ; 44.8 50.0 46.1 15.3 12.0 12.8 192.0x 
4 Furniture & Floor Covering. . : 45.9 48.4 45.9x 90.2 86.5 90.2 86.6 
3 Gold Mining .7 737.2 789.4 737.2R 4 Traction 43.5 Suis: 42.0 415 
6 Investment Trusts ; 21.2 22.0 21.4 4 Variety Stores 248.3 221.6 236.8 221.6x 
3 Liquor (1932 Cl.—100).... 2 150.0 161.4 151.6 20 Unclassified (1939 CI.— WR fe 
9 Machinery 107.3 112.6 * 109.7 ) 92.2 98.0M 92.2 


H—New HIGH since 1937. L—New LOW since 1937. x—New LOW this year. R—New LOW record since 1933. S—New 
LOW record since 1929. ; 
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The Personal Service Department of THe MaGazine oF WALL Street will 
answer by mail or telegram, a reasonable number of inquiries on any listed securities 
in which you may be interested or on the standing and reliability of your broker. 
This service in conjunction with your subscription should represent thousands of 
dollars in value to you. It is subject only to the following conditions: 


1. Give all necessary facts, but be brief. 


2. Confine your requests to three listed securities. 
3. No inquiry will be answered which does not enclose stamped, self-addressed 


envelope. 


4. If not now a paid subscriber use coupon elsewhere in this issue and send check 
at same time you transmit your inquiry. 


Special rates upon request for those requiring additional service. 





International Telephone & 
Telegraph Corp. 


On the strength of your February 24th 
“thumbnail” analysis of International Tel. & 
Tel., I held on to 250 shares at 614. Since 
then, it has shown weakness. Has the Scan- 
dinavian invasion and subsequent tension 
caused any change in your feeling that the 
long term view is favorable? Would appre- 
ciate your appraisal of these shares reflect- 
ing new developments—Mrs. H. K. S., 
Michigan City, Ind. 


The problems which beset Inter- 
national Tel. & Tel. are chiefly those 
of foreign currency fluctuations and 
exchange restrictions. The organi- 
tation is a holding company operat- 
ing telephone companies in South 
America, Europe, the West Indies 
and Shanghai, manufacturing plants 
which are located in the principal 
countries of Europe but which sell 
their products all over the world 
with the exception of the United 
States and Canada, and radio and 
cable circuits mostly in Central and 
South America. Assets totaling 56% 
are in Latin America and the United 
States, which account for about 
57% of gross. About 69% of assets 
are in telephone companies, 19% in 
the manufacturing subsidiaries and 
the remaining 12% in radio and cable 
communications. Communications 
contribute the larger part of gross, 
but manufacturing activities contrib- 
ute about an equal part of net 
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profits. Although the volume of 
sales of manufacturing subsidiaries 
continued at a high level during the 
last quarter of 1939 and the number 
of subscribers of telephone subsidi- 
aries increased, net earnings declined 
for last year to 76 cents per share 
on the common stock from $1.10 
per share in the preceding year. 
This drop was the result of increased 
taxation and generally declining 
rates of foreign exchange in terms 
of United States dollars. It is ex- 
pected that operations of both the 
manufacturing and communications 
subsidiaries will remain at good lev- 
els over coming months, but these 
same factors of taxation and fluctu- 
ating exchange rates are likely to 
continue to restrict earnings im- 
provement. The balance sheet for 
1939 is not yet available at this writ- 
ing, but it is believed that the or- 
ganization’s financial position is 
somewhat restricted since large cash 
balances of its subsidiaries are barred 
to it because of restrictions placed 
upon the transfer of those funds. 
Dividends are not, of course, an 


early probability but since the com- 
pany has in the past shown reason- 
ably good earning power under more 
normal conditions, retention of the 
shares at current low levels as a 
speculative expedient is believed to 
be the advisable course to follow. 


Symington-Gould Corp. 


Has railroad equipment buying increased 
much in recent months? To what extent 
have Symington-Gould sales been stimulated? 
During the past few years, I bought 205 
shares at an average price of 9% and con- 
tinued to hold although they rose slightly 
above this level recently and then gave way 
about 2 points. What is your forecast for 
this stock now?—P. M. T., Tulsa, Okla. 


Earnings of Symington - Gould 
Corp. last year recovered consider- 
ably from the deficit reported for 
the year before and for the fiscal 
year ending in January, 1940, were 
equal to 80 cents per share as 
against a loss of 68 cents per share 
in the preceding fiscal term. Im- 
provement has continued so far in 
the current year and results for the 
first three months of this year were 
equal to a profit of 62 cents per 
share as against earnings of only 2 
cents per share the year before. This 
increase in profits is the result of 
heavier buying by the railroads in 
the second half of the year. Pur- 
chases by the railroad industry have 
recently been somewhat smaller, but 
a continuation of good levels of 
business activity is likely to result 
in further buying later on. Practi- 
cally all business of this company is 
done with the railroads, either di- 
rectly or with car builders. Usually 
about 85% of production is heavy 
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castings, including couplers, side 
frames, draft gears and bolsters for 
cars and locomotives. The balance 
sheet for the fiscal year ending 
January 31, 1940, disclosed current 
assets of $2,769,604, nearly five times 
as large as current liabilities of $578,- 
909. Capitalization is simple, the 
802,075 shares of common stock out- 
standing having the only claim on 
assets and earnings. Near term divi- 
dend prospects are not believed to 
be particularly impressive, since it 
may be desired to further strengthen 
the working capital position. Never- 
theless, the shares have a measure 
of appeal since earnings are likely 
to be at somewhat better levels in 
the future and we accordingly feel 
that speculative commitments may 
be held on that basis. 


United Drug Co. 


In your January 27th issue, you counselled 
holding United Drug. The stock rose to 7% 
but I didn’t sell even though I could have 
shown a slight profit. Was under the im- 
pression you recommended holding for the 
long pull. In view of the new developments 
in Europe, has your evaluation of this stock 
changed? Please give me your latest recom- 
mendations —Mrs. E. T. T., Elgin, Ill. 


Organized in 1933 following the 
dissolution of the old Drug, Inc., 
United Drug has reported earnings 
varying in line with general busi- 
ness conditions. Results for the first 
quarter of 1940 were equal to 16 
cents per share on the common 
stock as against 4 cents per share 
the year before. The company is 
one of the largest in its field, en- 
gaged in production, wholesaling 
and retailing a wide line of drugs, 
confections and other products car- 
ried by the modern drug _ store. 
The concern owns about 650 Lig- 
gett and Owl drug stores located 
throughout the United States and 
Canada and this chain accounts for 
about 70% of total sales. Products 
are also marketed through approxi- 
mately 11,500 franchised Rexall 
stores in the United States, England 
and Ireland and in Canada, with 
sales to these stores accounting for 
between 25% and 35% of total sales 
volume. Among the company’s 
products are the well-known Rexall 
and Puretest proprietary drugs, 
Seamless and Kantleek rubber goods 
and Firstaid surgical dressings. 
Sales of manufactured products usu- 
ally account for about one-half of 
profits and are relatively stable but 
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volume of the retail chain fluctuates 
with consumer purchasing power. 
Because of these fluctuations, coup- 
led with keen competition, it has 
been found difficult to achieve and 
maintain consistent earnings, but 
with the outlook indicating a rela- 
tively good degree of public pur- 
chasing power over coming months, 
sales and earnings should continue 
to make favorable comparisons. 
Finances are quite strong, the bal- 
ance sheet at the 1989 year end 
disclosing current assets of $32,560,- 
$97, including cash of $8,934,885, as 
against current liabilities of $6,905,- 
882. It is not probable that divi- 
dends, which were omitted after 
1937, will be resumed in the near 
future, but since earnings are likely 
to show further improvement, this 
should be reflected in somewhat 
higher prices and we accordingly 
feel that your holdings may be re- 
tained. 


Electric Boat 


May I have your latest report on Electric 
Boat? Would like to know whether much 
foreign business is being booked by this 
company or are present orders mainly from 
U. 8. Government for submarines and marine 
engines. Also please explain probable effects 
of Vinson Act on 1940 earnings. I hold 125 
shares at 164% .—D. G. W., Seattle, Wash. 


Electric Boat Co., is the leading 
builder of submarines in this coun- 
try. Of lesser importance is the 
manufacture of motors, generators, 
speed torpedo boats and submarine 
chasers. The well known line of 
Elco pleasure craft is also produced. 
Earnings in recent years have bene- 
fited greatly from the United States 
Naval expansion program. It should 
be pointed out, however, that profits 
on this type of business are restricted 
by law. Earnings have scored con- 
secutive yearly gains since 1931 with 
results for 1939 being equal to $1.44 
a share, up from 75 cents a share in 
1938. The only capital obligation 
of the company is the 752,726 capi- 
tal shares outstanding on December 
31 last. Finances are in excellent 
condition with cash alone at last 
accounts being more than six times 
total current liabilities. At the be- 
ginning of the year unfilled orders 
of about $17,000,000 were on hand. 
This volume insures capacity or 
near capacity operation for some 
time to come. The backlog is largely 
comprised of United States Gov- 
ernment contracts but there is the 


possibility of orders being received 
from abroad. Our own Navy should 
continue to be a good customer, 
Legal limitations imposed by the 
Vinson Act will continue to restrict 
profits betterment and 1940 earn. 
ings will likely be only moderately 
above year earlier results. Dividends 
of 60 cents a share were paid last 
year and there is the possibility of 
moderately increased payments this 
year. Since further earnings better- 
ment is anticipated, we feel that the 
shares have a degree of speculative 
appeal and continued speculative 
retention is advised. 


South Porto Rico Sugar 


Is it true that abnormally large marketing 
quotas have the effect of pegging raw sugar 
prices? I own 120 shares of South Porto 
Rico Sugar common at 335%. It was my im- 
pression that extended warfare in Europe 
would raise prices sharply, as happened in 
the last war. Please give me your analysis 
and recommendation on this stock.—E. J. M., 
San Juan, P. R. 


Approximately two-thirds of South 
Porto Rico Sugar Co.’s production is 
grown in Santo Domingo and dis- 
tributed in the world markets. The 
remaining portion grown in Puerto 
Rico enters this country duty free. 
In recent years total output has 
averaged somewhat over 300.000 
short tons annually. The growing 
and selling of sugar is a_ highly 
speculative business, depending as 
it does upon political vagaries and 
changes in wind and_ weather. 
Nevertheless this company has man- 
aged to operate profitably for a long 
period of time. Profits in the past 
decade have ranged between a high 
of $3.00 a share in the fiscal year 
ended September 30, 1936, and a 
low of $1.12 a share registered in 
the term completed September 30, 
1988. Net income in the following 
year rose to the equal of $2.11 a 
share. Capitalization is rather sim- 
ple in that the 745,734 shares of 
common stock outstanding on Sep- 
tember 30, Jast were preceded in the 
capital structure by only 50,000 
shares of preferred stock. The work- 
ing capital position remains charac- 
teristically strong. The concern does 
not follow the practice of issuing 
interim earnings reports. Follow- 
ing the opening of hostilities in 
Europe last September raw sugar 
prices in both the United States and 
the world markets advanced sharply 

(Please turn to page 190) 
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Aluminum Co. of America 





(Continued from page 157) 


the greatest expansion of the com- 
pany has been achieved. Although 
the proportion of income returned 
to the business has been propor- 
tionately less during recent years of 
high income taxes, the policy of 
fnancing to a great extent out 
of earnings has been continued. Last 
year expenditures for new construc- 
tion amounted to about $10 million 
as compared with $12 million in 
1938 and the proposed outlay of 
$30 million in 1940. Nevertheless, 
despite the relatively heavy outlay 
for new facilities, the company re- 
ported net income of $36,633,389 
after all charges, including taxes, 
equivalent to $19.77 a share of com- 
mon stock as compared with $5.13 
a share in the previous year. Com- 
mon dividends in the amount of $6 
ashare and 1/3 of a share of Niagara 
Hudson Power Corp. for each share 
of common stock held were also dis- 
tributed. Preferred stock outstand- 
ing was reduced to 1,252,581 shares 
from 1,332,581 shares during the 
year through open market purchases. 
The funded debt was also reduced. 
The decrease was $2,000,000, leav- 
ing $24,000,000 outstanding at the 
year end out of a $60,000,000 issue 
offered in 1927. The bond retire- 
ment is accomplished by the opera- 
tion of a $2,000,000 per annum sink- 
ing fund which will retire the issue 
by its maturity date in 1952. Notes 
payable were reduced more than 
$16,000,000 during 1939 so that at 
the close of the year they totaled 
only $10,100,000 as compared with 
arecent peak of $26,195,000. 
During the year the usually 
strong financial position of the com- 
pany was further improved with the 
result that working capital rose 
$10,000,000 to $52,000,000. Current 
asset ratio was nearly 3 to 1 despite 
the fact that marketable securities 
were written down by $1,000,000 
and sales of materials in excess of 
production sharply reduced inven- 
tories. Although nearly $7,000,000 
was added to the values of plants 
and other facilities, the net change 
in the plant book figure was an in- 
tease of approximately half of that 
amount. Of the total current assets 
of $82,979,212, only $3,469,630 was 
tah but bolstered by marketable 
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“Hope to be seeing you soon.” ... “Gee, it's swell 


to hear your voice.” . 


.». We're all well here.” 


No great words of business or state are these — 
just the homey, every-day conversations that are 
America. The thoughts and hopes and remem- 
brances that bind families and friends together. The 
flow of understanding that helps to make this a 


united nation. 


Always the Bell System stands ready to help 
. .. to do its part quickly, cheaply, courteously, in 
the manner of a friend. 


BELL TELEPHONE SYSTEM 





securities and other quick cash 


items, the cash position was about 
average for the past several years 
and apparently adequate for the 
company’s needs. 

The immediate outlook for 
Alcoa is even better than that of 
a year ago in spite of the many 
records achieved in both production 
and consumption last year. In the 
first place, the war in Europe has 
dislocated the normal European sup- 
ply of aluminum which is in sharply 





higher demand for airplanes and 


trucks as well as many other mili- 
tary needs. Last year, United States 
exports of crude and semi-crude 
aluminum amounted to 74,169,742 
pounds or 207% greater than the 
previous export peak reached in 
1918. It is not likely that the de- 
mand will be less since the pace of 
the war has increased and Germany 
has eliminated Norway as a pro- 
ducer who was formerly able to con- 
tribute about 30,000 metric tons 
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WAR 
INFLATION 


10 outstanding stocks 
in position to benefit 











OWERFUL world-wide inflation- 
ary forces are at work to raise 
prices. Under such conditions sound 
common stocks are to be preferred to 
cash. Best stocks to buy are: 


1. Commodity issues 

2. Direct war beneficiaries 

3. Growth stocks 

To assist you in selecting outstanding 
issues, our Staff has prepared a special 
analysis of 10 stocks to buy now. ..a 
carefully diversified list to fit the needs 
of both the large and small investor. 


Send for Special Report MW 94 Free! 


UNITED BUSINESS SERVICE 


210 Newbury St. A re Boston, Mass. 


LOANS 


in LARGER AMOUNTS arranged PRIVATE- 
LY with banks at NET (per annum rate) 
cost to borrower as low as 











Based on Size, Maturity and Collateral. No 
amortization or cash balance required. 


COLLATERAL DISCOUNT CORP. 


Graybar Bldg., New York City 

















TO PUBLIC RELATIONS COUNSELLORS 
Among the 100,000 or more inquiries our 
Personal Service Department answers 
each year, the type most frequently 
asked is: 


“What is the dividend prospect for this 
stock?" 

It is our job to keep the investment buy- 
ing public fully informed of the progress 
of those corporations whose securities 
are held by them. We believe you will 
want to co-operate with us in keeping 
your company before this all-important 
body of stockholders. It is a sound 
“Public Relations” policy to do so. 

An excellent and inexpensive way of do- 
ing this, is to run your dividend notices 
in our pages. It costs but one dollar 
per line! 

Why not notify your advertising agency 
to place your current notice or institu- 
tional message in our next issue! Ad- 
dress adv. dept. 


The Magazine of Wall Street 
90 Broad St. New York, N. Y. 








annually and is absorbing Russia’s 
surplus, which removes another 20,- 
000 tons or so from the Allies’ po- 
tential supply. Canada is able to 
produce about 75,000 tons but a fair 
part of this capacity is under con- 
tract to the United States and in 
order to even make her reported 
Empire quota of 90,000 tons per 
annum she would have to expand 
facilities considerably. With the 
elimination of European surplus 
metal from this market Alcoa will 
probably be called upon to supply 
much better than the usual 25% 
of virgin metal which it customarily 
sells in this country and should the 
use of aluminum expand as widely 
during 1940 as it did in 1939 it is 
probable that the company will be 
forced to operate all of its plants at 
capacity to supply the demand. 
Any discussion of Aluminum Co. 
of America would hardly be com- 
plete without some reference to the 
monopoly suit brought by the 
United States government against 
Alcoa. The suit has not been de- 
cided as yet and there is no indica- 
tion as to whether or not the gov- 
ernment charges will be sustained. 
Of more importance to the holder 
of Aluminum Co. securities is what 
may be expected if the final decision 
is unfavorable to the company. No 
complete answer can be given at 
this time. In many other -suits of 
similar nature—the Tobacco Trust 
suit and the Standard Oil dismem- 
berment order as cases in point— 
the common stockholder of the par- 
ent company found himself in pos- 
session of several stock certificates 
instead of one when the dissolution 
order had been complied with. His 
equity was practically unchanged 
and it is a matter of historical record 
that the severed branches in the 
examples cited above went on to 
greater heights and afforded their 
owners much larger profits than 
would have been probable had the 
original set-up been maintained. 
The stock—due to better than 
average prospects for both business 
and earnings—characteristically sells 
at high levels. There are rumors 
that it is the management’s inten- 
tion to split the stock in order to 
improve marketability and to in- 
crease public interest in the com- 
pany and its shares. There have 
been no intimations from any offi- 
cial sources, although usually well 
informed students of the company 


expect such a split-up, the most 
optimistic believing that the change 
will be 20 for 1. A more logical in. 
crease in the amount of shares out. 
standing would be 5 for 1 and a re. 
duction of the stated value of the 


stock to $1 a share. Relieving the 
existing thin markets by increasing 
the outstanding amount of the 
shares would add to the issue’s at- 
tractiveness and perhaps afford bet- 
ter price earnings ratios at the same 
time. 





War Boom for Meat 
Packers? 





(Continued from page 159) 


to be available is called the corn-hog 
ratio or the number of bushels of 
corn which have a value equivalent 
to 100 pounds of hog. Obviously 
when it takes many bushels of com 
to equal the value of 100 pounds of 
meat it is cheaper to feed the com 
to the hogs and then to sell the meat, 
since it is variously estimated to 
take about 11 bushels of corn to 
raise a 100-pound pig. Despite the 
bumper crop of corn last year, prices 
for the grain have not sagged badly 
and with demand well sustained, the 
number of bushels of corn whose 
value is equal to 100 pounds of hog 
has been declining rapidly. Farm- 
ers, realizing that it will be less and 
less profitable to carry over the 
spring pig crop into the fall months 
in the face of prospects for better 
corn prices have been marketing 
their pigs early although the indi- 
vidual weights are much below those 
which might be obtained later in 
the year. Asa result it is likely that 
the largest hog population of the 
past five years has been consider- 
ably reduced. In the meantime, 
heavy hog offerings have kept live 
pig prices relatively low and “cellar 
stocks” or inventories of frozen and 
cured hog meats are being acquired 
at low prices. These _ stocks 
amounted to about 646 million 
pounds at the first of the year, but 
have been expanded to much large! 
figures by this time. 

What is intended to point ott 
from the foregoing discussion of cel 
lar stocks and prices is that while 
the industry usually operates on ! 
profit margin which rarely exceed! 
2%, the acquisition of heavy cella! 
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stocks or inventories at low cost 
when consumption and selling prices 
appear ready to advance means that 
the packing industry should be in 
a position to report substantial in- 
yentory profits by the time that the 
end of the fiscal year (usually Octo- 
ber 31) rolls around. If the war 
continues past that time it is pos- 
sible that a sellers’ market may de- 
velop somewhat in the manner of 
the last war and accordingly, the 
packers should be in the way of 
making substantial profits. 

While there are literally hundreds 
of meat packers in the United States, 
there are relatively few that are not 
privately owned and as a result we 
must judge the earnings of the in- 
dustry by a few companies whose 
securities are held by the general 
public and whose operating results 
and finances are made available to 
all. From the reports of the ten 
leading packers and meat processors 
it would appear that last year was 
not phenomenally good but it was, 
on balance, much better than the 
year before. Armour & Co., for in- 
stance, was able just about to cover 
preferred stock requirements as com- 
pared with a fairly substantial loss 
inthe previous fiscal year. Subsequent 
results in the current fiscal year to 
date indicate further betterment in 
both volume of sales and profit mar- 
gins which promises well for the com- 
pany’s securities. Armour is one of 
the companies who should benefit 
substantially from any increase in 
export business. 

In the matter of reporting in- 
creased per share earnings, Cudahy 
Packing did even better than its 
competitor Armour. Cudahy re- 
ported 60 cents a share for the 1938- 
1939 fiscal period as compared with 
a deficit of $7.56 a share in the pre- 
vious fiscal year. The 1939 gains 
were in addition to substantial non- 
recurring write-offs and reflected ex- 
cellent inventory profits as well as 
better operating ratios. While Swift 
& Company reported somewhat re- 
duced sales last year—partly because 
of the omission of its foreign sales 
from the consolidated financial state- 
ments — indicated earnings were 
equal to $1.74 a share of common 
stock as compared with a deficit of 
$0.59 a share in the preceding fiscal 
year. 

Among the companies that are 
packers although perhaps more fa- 
mous for their prepared meat prod- 
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Case #672 





A True Story 


The Case of the Rolling Grocery 


TRANGERS to Bowling Green, Ky., get 
S a smile out of something the natives 
take dead seriously—‘“the rolling gro- 
cery.” 

You see... ever since a mere 8 or 10 
years after Harry Stevens first drove his 
1923 “flivver” through town, laden with 
groceries, a good part of the citizenry 
has been arguing as to just how long 
that motor will hold up. 


For Mr. Stevens’s business requires that 
the motor run continuously .. . idle all 
day long—a death sentence for almost 
any engine because so little oil is thrown 
up on the cylinder walls. 

Today—in 1940—Mr. Stevens gives 
the credit to his favorite lubricant— 
Gulfpride. During 17 years, the motor of 
the rolling grocery has run 35,000 hours 
—equal to 24 hours a day for 4 solid 
years! And in all that time the only repair 
has been a valve grinding job plus some 
new spark plugs! No wonder Mr. Stevens 
promises he and Gulfpride will keep it 
running at least to the 20-year mark. 


To non-residents of Bowling Green, 
the significance of the story is this: You 
can buy for your car the super-protection 
and extra-economy of Gulfpride at any 
Gulf station. 


Why is Gulfpride So Good? 
Because Gulfpride is the only 100% 
Pennsylvania oil refined by the Gulf- 
invented Alchlor process that removes 
up to 20% more waste and sludge. 

Because Gulfpride exceeds all known 
standards—including Army and Navy. 
Have your crankcase filled today at the 
Sign of the Gulf Orange Disc. Gulf Oil 
Corp...Gulf Refining Co., Pittsburgh, Pa. 


Gulpnite Ort 


100% PURE PENNSYLVANIA, 
AT DEALERS’ 
IN SEALED CANS ONLY 











ucts are Hormel & Co. and John 
Morrell & Co. Hormel is particu- 
larly well known for its semi-luxury 
products and accordingly does bet- 
ter than average in the matter of 
profits and profit margins. Reflect- 
ing better consumer buying power 
last year this company reported 
earnings of $3.19 a share as com- 
pared with $1.99 a year before. 
Hormel’s best interest in the present 
situation is more concerned with the 
domestic outlook, which, for the 
company’s purposes, is good. John 
Morrell also did well with a better 
than 100% increase in earnings per 


share from $2.63 in 1938 to $5.53 a 
share in 1939. Morrell has an active 
interest in English markets and 
should do even better this year 
than a year ago. 

Such companies as Hygrade Food 
Products, Stahl-Meyer, Inc., Mickel- 
berry and the like are likely to be 
only indirect beneficiaries of any ad- 
ditional war engendered business, 
since they are mainly concerned with 
domestic demand for cured meats 
and similar products. Hygrade re- 
ported a profit of 45 cents a share of 
common stock last year as compared 
with a deficit of $1.53 a year before. 
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DIVIDEND NOTICES 











MOTOR WHEEL 
CORPORATION 


Dividend Notice 


Lansing, Michigan 
May 9, 1940 


The Board of Directors to- 
day declared a quarterly di- 
vidend of forty cents (40c) 
per share on the common 
stock payable June 10, 1940, 
to stockholders of record at 
the close of business May 
20, 1940. 
C.. G. Carlton, 
Vice-President and Secretary. 





























- INTERNATIONAL PETROLEUM 
COMPANY, LIMITED 


Notice to Shareholders and the Holders of Share 
Warrants 


NOTICE is hereby given that a semi-annual 
dividend of 75c per share in Canadian Currency 
has been declared, and that the same will be 
payable on or after the Ist day of June, 1940, 
in respect to the shares specified in any Bearer 
Share Warrants of the Company of the 1929 
pee ee. presentation and delivery of coupons 

o. 53 at:— 


THE ROYAL BANK OF CANADA, 
King and Church Street Branch, 
Toronto, Canada, 


The payment to Shareholders of record at the 
close of business on the 21st day of May, 1940, 
and whose shares are represented by registered 
Certificates of the 1929 issue, will be made by 
cheque, mailed from the offices of the Company 
on the 3lst day of May, 1940. 

The transfer books will be closed from the 
22nd day of May to the Ist day of June, 1940, 
inclusive, and no Bearer Share Warrants will be 
“split” during that period. 

The Income Tax Act of the Dominion of 
Canada_ provides that a tax of 5% shall be 
imposed and deducted at the source on all! divi- 
dends payable by Canadian debtors to non- 
residents of Canada. The tax will be deducted 
from all dividend cheques mailed to non-resident 
shareholders and the Company’s Bankers will 
deduct the tax when paying coupons to or for 
account of non-resident shareholders. Ownership 
Certificates must accompany all dividend coupons 
presented for payment by residents of Canada. 

Shareholders resident in the United States are 
advised that a credit for the Canadian tax with- 
held at source is allowable against the tax shown 
on their United States Federal Income Tax re- 
turn. In order tO claim such credit the United 
States tax authorities require evidence of the 
deduction of said tax, for which purpose Owner- 
ship Certificates (Form No. 601) must be com- 
pleted in duplicate and the Bank cashing the 
-oupons will endorse both copies with a certi- 
ficate relative to the deduction and payment of 
the tax and return on certificate to the share- 
holder. If Forms No. 601 are not available at 
local United States banks they can be_ secured 
from the Company’s office or the Royal Bank of 
Canada, Toronto. 

Shareholders residing in the United States or 
any other country outside of the British Empire 
are advised that the amount of the current divi- 
jiend can be converted into U. S. Currency at the 
official rate set by the Canadian Foreign Ex- 
ehange Control Board by sending coupons, or 
dividend cheques properly endorsed, to the Royal 
Bank of Canada, 68 William Street, New York 
City, or any branch of the Royal Bank of Canada 
in Canada or any Branch of any other chartered 
bank in Canada with a request for a draft in 
U. S. Currency in settlement of same. 

Shareholders who are residents of the British 
Empire countries may obtain payment in sterling 
at the official rate set by the Canadian Foreign 
Exchange Control Board by sending their coupons 
or dividend cheques properly endorsed to any 
Branch of the Royal Bank of Canada in Canada 
or any branch of any other chartered bank in 
Canada with a request for a draft in sterling 
in settlement of same, but such procedure may 
be contrary to the Exchange Control regulations 
of the country in which they reside of which 
non-residents should take due notice. 

The bank will remit at the Canadian Control 
Board rates prevailing on the day of receipt less 
a small handling charge. The official rates at 
this date are; 

United States Dollar 11% Premium 

Sterling $4.47 to the Pound 
By order of the Board, 

J. R. CLARKE. 


Secretary. 
56 Church Street, Toronto 2, Canada. 
10th May, 1940 
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The 1939 profit was modest, but it 
was the third in the past ten years 
and will probably be repeated this 
year. Mickelberry earned 27 cents 
a share last year as compared with 
21 cents in 1938 and while better 
meat prices should further sustain 
earnings radical gains are not in 
prospect. Stahl-Meyer may benefit 
to some extent from the potential 
export position, but the company’s 
best prospect is for further increases 
in consumer buying power. The 
company experienced a small loss 
last year as compared with the rather 
substantial deficit of $1.26 a share 
in the year before. Gobel is in some- 
what the same position as Stahl- 
Meyer and while operations were 
still unprofitable last year, they were 
somewhat better than a year before 
and currently hold mild promise. 





The McKesson & Robbins 
Comeback 





(Continued from page 171) 


$355,855 plus the $6,414,915 equity 
behind the common stock and bit 
$3,554,017 out of the equity behind 
the preferred shares. 

For twelve years Coster eluded 
detection, but when the crash came 
it came fast. A simple check on a 
few of the supposed Canadian 
houses disclosed that there were no 
inventories and a court order placed 
the company in an equity receiver- 
ship in December of 1938. Subse- 
quently Mr. W. J. Wardall was ap- 
pointed trustee and a thorough in- 
vestigation was launched to discever 
the extent of the peculations. The 
results made it apparent that the 
company would have to be reorgan- 
ized so that it could get back on its 
feet financially. 

The present capital structure con- 
sists of $15,725,000 in 514% con- 
vertible debenture bonds due in 
1950, 605.964 shares of $3.00 pre- 
ferred stock and 1,282,983 shares of 
common stock. Since the maturity 
of the bond issue has been acceler- 
ated, due to an indenture provision, 
making it a liability payable imme- 
diately the company is released by 
the courts, and the common stock is 
actually under water on the books, a 
complete revamping of this struc- 
ture is indicated, with the preferred 
and common stockholders having to 


absorb the loss. In all probability 
they will be given some combination 
of stock and rights to subscribe for 
more stock in the reorganized com- 
pany, while the bondholders may 
elect to accept an exchange of bonds 
on an equal par value basis. 

At the present time, however, it 
is impossible to determine just what 
the terms of the reorganization will 
be. The important consideration is 
that the company is making money 
faster than ever before, and has car- 
ried this uptrend through into the 
current year. The report for the 
first quarter showed a profit of $963,- 
187 as compared with $638,565 for 
the same period of last year. At 
that time the company was just 
recovering from the shock of Cost- 

s exposure and death, but even so 
the increase is noteworthy as an 
indication of the company’s stand- 
ing. Under the trustee some recov- 
eries have been made both from 
Coster’s estate and in the form of a 
life insurance policy and_ surety 
bond, while expenses have been 
pared as well. No move has been 
made to effect wholesale economies 
by cutting salaries and discharging 
men since that would destroy morale 
and disrupt the operating efficiency 
of the company that is essential if 
progress is to be made in the right 
direction. 

The common stock of McKesson 
and Robbins has been re-admitted 
to trading on the Stock Exchange 
along with the other securities of 
the company, and currently sells 
around 6. The preferred shares are 
quoted around 27, or close to their 
book liquidating value. Both are to 
be regarded as speculative until 
their position in the reorganization 
is made clear, but the common ap- 
pears to be the more attractive issue 
of the two since it will be accorded 
progressively better treatment as 
the company’s earnings improve. 
The company has made a searching 
investigation of all its divisions and 
plans to expand the more profitable 
ones while withdrawing from the less 
attractive undertakings. In_ this 
connection it is negotiating the sale 
of Hunters Baltimore Rye Distil- 
lery, and is expanding its jobbing 
divisions. Its success in maintaining 
its position as the leading drug com- 
pany in the country in the face o 
difficulties proves the value of an 
excellent reputation to a company. 
and augurs well for the future. 
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tion of additional producing areas 
came to $11,930,004 or about 70% 
of the total amount spent on prop- 
erty and equipment. A total of 109 
wells and four gas wells were com- 
pleted during the year and 18 more 
are currently being drilled. Some 
of these wells were drilled in previ- 
ously proven territory, but two new 
pools were discovered, and known 
reserves were increased by over 
53,000,000 barrels, or better than 
twice the year’s production of 20,- 
560,000 barrels. The company now 
has 5,180 wells capable of produc- 
ing oil, but in compliance with vol- 
untary or compulsory curtailment 
regulations, 1,115 of these wells were 
“shut in” and the production of 
many operating wells has _ been 
greatly reduced. The total acreage 
controlled by Tide Water amounted 
to 1,079,512 at the end of last year, 
of this amount 97,750 acres were pro- 
ducing, 982,062 acres undeveloped. 
The balance sheet of the com- 
pany at the end of last year showed 
current assets of $55,575,841 of 
which cash amounted to $12,481.- 
295, and current liabilities of $15.- 
557,121. This left a net working 
capital of $40,018,720 or a ratio of 


Tidewater Associated Oil 





(Continued from page 163) 


company from all sources last year 
came to $131,960,505 as against 
$137,383,719 in 1938. The decrease 
is accounted for by a slightly lower 
sales volume and the lower prices 
in effect in the eastern territories 
that the company serves during the 
greater part of the year. The firm- 
ing of prices in the last quarter 
brought an increase of over 10% in 
revenues as compared with the last 
quarter of the preceding year and 
a 16% gain over the revenues of 
the average for the first three quar- 
ters of the year. 

Last yeer the company spent 
$2,675,312 for new construction 
work, of which the major part went 
for new filter equipment at the Bay- 
onne refinery, but also included a 
light oil distillation unit for the pro- 
duction of blending components 
used in the production of high oc- 
tane gasoline. The expenditures for 
prospecting, development and _test- 
ing in connection with the acquisi- 





current assets to current liabilities 
of 3.57 to 1 as compared with a ratio 
of 3.73 to 1 the year before. 


The capital structure of Tide 
Water Associated Oil consists of 
$36,250,000 of 314% bonds due 1952 
on which the sinking fund is $1,500,- 
000 annually, 500,000 shares of $4.50 
cumulative preferred stock, and 
6,368,667 shares of common stock. 
Dividends on the preferred issue 
came to $2,250,000 last year, while 
the common received $5,093,308 or 
at the rate of $0.80 per share as com- 
pared with dividends of $1.00 per 
share on the common in 1938. As 
a result of the increase in the undis- 
tributed surplus account to $32,980,- 
944 last year in keeping with the 
conservative policy the company 
has always followed the equity be- 
hind the common shares was raised 
from $14.78 to $15.18 per share. 


The common shares are currently 
valued in the market, however, at 
around 12, or a little more than 10 


times last year’s earnings. Sev- 
eral factors would tend to sup- 
port the prospects of a_ better 


price for the shares on that basis. 
For one thing the oil industry is cur- 
rently heading into its period of 
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peak gasoline consumption and the 
company should be able to profit 
during this period. Current inven- 
tories of gasoline are at all time rec- 
ord high levels and in spite of sharp 
gains in the consumption of gasoline, 
there is reason to believe that the 
stocks will not be reduced by an 
amount sufficient to remove the pos- 
sibility of a crisis in the fall months 
when stocks start to increase once 
more as the result of the production 
of gasoline to obtain fuel oil. But 
Tide Water has made excellent 
progress in balancing its production 
through the use of the new poly- 
merization methods and has shown 
ability in the purchase of open mar- 
ket oil to supply its refinery needs. 

On this basis the shares of the 
company have definite attraction 
from the standpoint of income and 
a gradual appreciation in value as 
the operating ability which carried 
earnings for the first quarter to an 
all time high are accorded better 
recognition marketwise. 





Leaders and Laggards in 
Auto Accessories 





(Continued from page 154) 


outlook seems closely tied up with 
the extent to which it is able profit- 
ably to develop new sources of reve- 
nues in fields other than automotive 
parts, especially as regards original 
equipment. Briggs’ venture into 
plumbing and pressed steel ware for 
kitchens, laundries and bathrooms, 
Borg-Warner’s refrigerator business, 
as well as such other lines as horti- 
cultural and_ agricultural tools, 
power devices and machine tools, 
Electric Auto-Lite’s development in 
such varied fields as steel castings, 
industrial thermometers, leather 
goods and household electrical appli- 
ances and Timken Roller Bearing’s 
stake in rail equipment, drilling 
equipment and ejector systems for 
diesel engines—these are indicative 
of the sort of thing that has been 
going on in the “auto accessory” 
industry and also of what may be 
expected in the future. Further 
progress in this direction is almost 
certain to be the principal avenue 
of growth for most companies in 
the field, and will have the inciden- 
tal advantage of lessening their de- 
pendence on a single industry and 
one which is close to maturity. 
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Answers to Inquiries 





(Continued from page 184) 


but have since reacted and now 
average prices are only moderately 
above year earlier levels. No great 
change from present quotations is 
anticipated over early months. It 
has been officially stated that sales 
will be somewhat smaller this year 
but because of better prices, profits 
in the year to end September 30 
next may be moderately above pre- 
vious year figures. It is true that 
abnormally large marketing quotas 
in this country have the effect of 
pegging domestic raw sugar prices. 
As regards the effect of war on sugar 
prices it is interesting to note that 
in the first world war quotations 
did not advance sharply until the 
war had been in progress for some 
time. Accordingly if the present war 
is prolonged there is the possibility 
of better prices. No early change in 
the present dividend policy of the 
company is expected. Affording a 
fairly good yield and offering possi- 
bilities of longer term appreciation, 
should the war continue indefinitely, 
we would suggest further retention 
of the shares. 


Arnold Constable 


I have held 300 shares of Arnold Constable 
since 1938. The price I paid was 124%, un- 
fortunately close to the highs. Now I un- 
derstand that this store’s sales are mounting 
and that earnings per share this year may 
exceed $1.28 recorded last year. Yet, the 
stock reflects little interest, being quoted cur- 
rently at around 10-10%. Do your analysts 
feel there may be a rebound soon or might 
market hesitancy keep the shares depressed? 
—D. P. de W., Patchogue, L. I. 


Arnold Constable Corp. indirectly 
operates one of New York’s better 
known department stores advan- 
tageously located on Fifth Avenue 
at 40th Street, in the heart of the 
fashionable mid-town shopping dis- 
trict, as well as branches in New 
Rochelle, N. Y., and Hempstead, 
L. I. The management, capable and 
aggressive, has demonstrated its 
ability to successfully merchandise 
a line of medium and higher priced 
items. Earnings have trended _ir- 
regularly upward since 1932 with 
net income in the fiscal year ended 
January 31 last having been equal 
to $1.28 a share as against 85 cents 
a share a year earlier. Finances have 


remained consistently strong. Cur- 
rent assets at the fiscal year end 
including cash or its equivalent of 
roundly $1,600,000, totalled $3,303,- 
717 as compared with current lia- 
bilities of $1,055,891. The 337,109 
capital shares outstanding enjoy sole 
claim on assets and earnings. Sales 
so far this year are moderately above 
corresponding 1939 levels. Increased 
consumer buying power and the re- 
cent opening of the Long Island 
store should have beneficial effects 
on sales and earnings. At this early 
date indications are that results in 
the current fiscal term may be some- 
what above previous year profits. 
Dividends of 75 cents a share were 
paid last year and generous treat- 
ment in this respect is likely to be 
in evidence during the present term. 
The shares have a rather inactive 
market but since they afford a good 
yield and offer possibilities of grad- 
ual appreciation, we feel that con- 
tinued speculative retention is war- 
ranted. 


American Machine & Metals 


It was my impression that the strength 
of machinery manufacturers, touched off by 
extended warfare, would communicate itself 
to American Machine & Metals. Instead, 
this stock has shown further softness. The 
information I receive is that the company’s 
manganese and machinery business should 
boom and that unfilled orders are much above 
last year. If this is true, what is the weak 
spot? I have 200 shares at 434.—L. Mc L., 
Chicago, Ill. 

American Machine & Metals, Inc., 
is engaged in a wide variety of in- 
dustrial pursuits such as the manu- 
facture of machinery and equipment 
essential in the operations of com- 
mercial laundries, beauty parlors, 
breweries, automobile service _ sta- 
tions, the processing industries, etc. 
Some manganese ore, sold to manu- 
facturers of dry batteries, is pro- 
duced at a mine in Montana. The 
metal is also being taken by the 
United States Government in fur- 
therance of its huge defense program. 
Sales and earnings of the company 
tend to rise and fall with levels of 
industry in general. The past rec- 
ord, however, has been quite erratic 
in that earnings have been available 
for the capital shares in only five of 
the past ten years, the peak for the 
interval having been reached in 1935 
and 1936 when earnings of 61 cents 
a share were realized. The depres 
sion low of the present company was 
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recorded in 1938 when a loss equal 
to 98 cents a share was registered. 
Some betterment took place last 
year, the loss being reduced to the 
equivalent of 44 cents per share. Al- 
though current assets exceeded cur- 
rent liabilities by $1,295,393 on De- 
cember $1 last, the working capital 
position was somewhat restricted 
since notes payable were approxi- 
mately $300,000 in excess of cash on 
hand. At last accounts, capitaliza- 
tion was quite simple being com- 
prised of only $621,000 of funded 
debt and 306,593 shares of capital 
stock. Activities in the initial quar- 
ter of the current year resulted in a 
loss equal to 6 cents per share. Un- 
filled orders are said to be above 
1939 year end figures and sales are 
expected to continue at fairly good 
levels over the stretch ahead. Thus 
there is the possibility of profitable 
operations being resumed over the 
not too distant future. Mining 
operations have been of little im- 
portance to earnings and the type of 
machinery produced is not likely to 
be in demand for war purposes. No 
dividends have been paid since 1937 
and resumption would not appear 
possible for some time. Aided by 
intensive research and development 
activities and an improved sales out- 
look, the shares, which are quite 
speculative, are not devoid of longer 
term profit possibilities. Retention 
on that basis at present reduced 
quotations is advised. 





Reliable Stores Corp. 


In 1988, a bought 150 shares of Reliable 
Stores Corp., at 10%. Since then, the stock 
has never been able to reach or pass the 
price I paid for it. In your opinion, do you 
think this might transpire this year? I under- 
stand the stores have done very well and 
etpect to have a good year in 1940. Kindly 
advise me, I have seen nothing about the 
company in your Magazine for some time.— 


!. B. C., White Plains, N. Y. 


Operating a chain of 18 retail 
furniture stores, as well as several 
jewelry stores, Reliable Stores Corp. 
reported earnings of $1.35 per share 
for the twelve months ended March 
31, 1940, which compared rather 
favorably with the deficit of 10 cents 
per share reported for the preceding 
twelve months period. About 40% 
of total sales is accounted for by 
those units in and around Washing- 
ton, D. C., while other stores are 
located in such industrial centers as 
Detroit, Newark, Louisville, Roches- 
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ter, Bridgeport and Hartford. Con- 
sumer purchasing power is, of course, 
the principle determinant of sales 
volume, accentuated by the fact that 
most business is done on the install- 
ment basis. In times of depression, 
credit policy is more strict and 
coupled with the aversion of poten- 
tial buyers to commit themselves to 
long term installment contracts, 
earnings vary more widely than 
what might otherwise be the case. 
However, with consuming purchas- 
ing power over coming months ex- 
pected to be at relatively good levels, 
sales will probably be higher and 
credit losses lower. Thus, we look 
for further improvement in profits 
during the current year, though 
competition may tend to restrict 
earnings gains somewhat. The bal- 
ance sheet at the 1939 year end dis- 
closed a relatively good financial 
position, current assets totalling 
&9,350,775 as against current liabil- 
ities of $1,226,737. Dividends have 
been on a year-end basis and it is 
therefore difficult to estimate at this 
time what distribution will be made 
in the current year, although divi- 
dends will likely be in line with earn- 
ings, with probabilities favoring at 
least a moderate increase. In our 
opinion, the shares have at least 
average appeal from an appreciation 
standpoint and we feel, therefore, 
that retention of your holdings is 
warranted. 





United Aircraft 


Is United Aircraft caught up with produc- 
tion schedule yet or is backlog still substan- 
tial? Are there many foreign orders on the 
books? Have read that this company’s Pratt 
& Whitney division is now devoted almost 
exclusively to machine tools. If this is the 
case, is there some other make of motor being 
used in place of the “Wasp” and “Hornet” 
engines? Please advise on 75 shares pur- 
chased at 46°34.—A. W., Fresno, Calif. 


Earnings of United Aircraft for 
1939 were equal to $3.53 per share, 
a good gain over the $2.05 per share 
reported for the preceding year. 
This improvement has been carried 
through so far in the current term 
and results for the first quarter of 
1940 were equal to a profit of 90 
cents per share as against 56 cents 
per share in the corresponding quar- 
ter of last year. The company is 
one of the largest and best diversified 
of the aircraft manufacturers, nor- 
mally accounting for about 20% of 
the domestic industry’s volume. 
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CHRYSLER DE SOTO 
DODGE 


YOU GET THE GOOD THINGS FIRST FROM CHRYSLER CORPORATION 


PLYMOUTH 











DIVIDEND ON 
COMMON STOCK 


The diicctors of Chrysler Corporation 
have declared a dividend of one dol- 
lar and twenty-five cents ($1.25) per 
share on the outstanding common 
stock, payable June 12, 1940, to 
stockholders of record at the close of 
business, May 15, 1940. 


B. E. HUTCHINSON 
Chairman, Finance Committee 
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UNDERWOOD ELLIOTT FISHER COMPANY 

The Board of Directors at a meeting held 
May 9, 1940, declared a dividend for the second 
quarter of the year 1940, of 50c a share on the 
Common Stock of Underwood Elliott Fisher 
Company, payable June 29, 1940, to stockhold- 
= record at the close of business June 12, 


Transfer books will not be closed. 
C. S. DUNCAN, Treasurer. 











IMPERIAL OIL LIMITED 


DIVIDEND 
Notice to Shareholders and the Holders of Share 
Yarrants 
_NOTICE is hereby given that a semi-annual 
dividend of twenty-five cents (25c) per share 
and a special disbursement of twelve and one- 
half cents (12%c) per share, both in Canadian 
currency, have been declared and that the same 
will be payable on or after the 1st day of June, 
1940, in respect to the shares specified in any 
Bearer Share Warrants of the Company of the 
1929 issue we tag rae and delivery of 
Coupons No. 63 to any Branch of: 
THE ROYAL BANK OF CANADA, in Canada. 

The payment to Shareholders of record at the 
close of business on the 17th day of May, 1940, 
and whose shares are represented by Registered 
Certificates of the 1929 issue, will be made by 
cheque mailed from the offices of the Company 
on_or before the 31st day of May, 1940. 

The transfer books will be closed from _ the 
18th day of May to the 3lst day of May, 1940, 
inclusive, and no Bearer Share Warrants will be 
= during that period. 

he Dominion of Canada imposes a tax of 59% 
deductible at the source on all non-residents io 
Canada in respect of dividends received by such 
non-residents from Canadian debtors. This tax 
will be deducted from all dividend cheques mailed 
to non-resident shareholders and the Company's 
Bankers, when paying the dividend on presenta- 
tion of coupons belonging to non-resident share- 
holders, will deduct the tax on presentation of 
the coupons. Ownership certificates must be 
presented with all dividend coupons owned by 
residents of Canada and presented for payment. 

A credit for the 5% Canadian tax so withheld 
is allowable to shareholders resident in the 
United States against the tax shown on their 
United States Federal Income Tax Return. To 
enable such credit to be claimed, the United 
States Tax Authorities require the receipt or 
certificate of the Canadian Commissioner of 
Income Tax for such payment. To obtain such 
receipt the United States shareholder must sub- 
mit, at the time of cashing his dividend eoupons, 
an ownership certificate on Canadian form £601. 
Form 601, if not available at local United States 
Banks, can be secured on request from the Com 
pany’s office or at any branch of The Royal Bank 
of Canada, in Canada. 

Shareholders residing in the United States or 
any other country outside of the British Empire 
are advised that the amount of the current divi- 
dend can be converted into U. S. currency at the 
official rate set by the Canadian Foreign Exchange 
Control Board by sending coupons or dividend 
cheques properly endorsed, to The Royal Bank 
of Canada, 68 William Street, New York City, 
or any branch of The Royal Bank of Canada in 
Canada or any branch of any other chartered 
bank in Canada with a request for a draft in 
U. S. currency in settlement of same. 

Shareholders who are residents of British Em- 
pire countries may obtain payment in sterling at 
the official rate set by the Canadian Foreign Ex- 
change Control Board by sending their coupons, 
or dividend cheques properly endorsed, to any 
branch of The Royal Bank of Canada in Canada 
or any branch of any other chartered bank in 
Canada with a request for a draft in sterling in 
settlement of same, but such procedure may be 
contrary to the exchange control regulations of 
the country in which they reside, of which non- 
residents should take due notice. 

The banks will remit at the Canadian Control 
Board rates prevailing on the day of receipt, less 
a small handling charge made by the Banks. The 
official rates at this date are: 

United States Dollar........ 11% Premium 
SIGS 6 eich ce Ceara ewes $4.47 to the Pound. 
BY — OF THE BOARD, 

. J. Whitling, Secretary. 
56 Church Street, 
Toronto 2, Canada. 











The Pratt & Whitney aircraft divi- 
sion manufactures the “Wasp” and 
“Hornet” engines and accounts for 
some 66% of total dollar sales. (This 
company should not be confused 
with a subsidiary of Niles-Bement- 
Pond, having a similar name, which 
does make machine tools.) The 
Chance-Vought division specializes 
in military aircraft, the Sikorsky 
division in multi-motored amphib- 
ians and flying boats, while the 
Hamilton Standard Propellers divi- 
sion is the leading manufacturer in 
the world of controllable and con- 
stant speed propellers. All of these 
products are extensively used by the 
aviation industry in general. Until 
recently, sales of military planes to 
the United States Government were 
accountable for the major part of 
gross, but foreign business, on which 
profit margins are larger, now con- 
tributes the greater part of net earn- 
ings. An expansion program has 
been nearly completed and capacity 
will be more than doubled. The 
cost of such expansion has been 
added to prices and depreciation 
charges on the return of operations 
to more normal conditions should 
therefore vary little from those cur- 
rently in force. Profit margins have 
been well maintained and unfilled 
orders, which on March 31, 1940, 
totaled $136,337,809, were about 
$9,000,000 more than at the end of 
last year. With shipments continu- 
ing at record levels, earnings for the 
first half are likely to be measur- 
ably better than for the correspond- 
ing period of 1939. Finances con- 
tinue to be quite strong, the balance 
sheet as of the 1939 year end dis- 
closing current assets of $53,071,- 
460, including cash of $30,023,880, 
as against total current liabilities 
of $34,404,556. Dividends have 
been liberal in relation to earnings 
and thus far in 1940 a dividend of 
$1.50 per share has been paid, so 
that total distributions will likely ex- 
ceed the $2 paid last year. The stock 
appears to be one of the better spec- 
ulations in its group. 





Happening in Washington 
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courts, says Supreme Court, giving 
Labor Department free hand in 
plans to hurry up and boost both 
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skilled and unskilled wages in many 
industries through leverage of gov- 
ernment buying. 

Wage-hour act amendments now 
being out of the picture, Labor De- 
partment will soon appoint long 
series of industry committees to 
raise minimum wages above 30-cent 
level wherever possible. Some ad- 
ministrative actions will be taken to 
mollify critics a little, but recent 
hearings on wholesaling employees 
produced little of much value in 
revising regulations. 


Trade association anti-trust cases 
recently settled by consent decree 
show interesting pattern of outlin- 
ing specifically what can be done 
legitimately in cooperative efforts to 
improve business. Gist is that 
nothing can be done which might 
influence prices or supply, that there 
must be full publicity to all statis- 
tical reporting, etc., and that services 
must be available to non-members 
on payment of reasonable fees. In 
some respects this goes back to 
certain things attempted by N R A. 


Food distributors are next in line 
for sweeping anti-trust investigation. 
Chain store spokesmen claim to be 
not worried since emphasis is ex- 
pected to be on high prices and they 
think their skirts are clear on that 
count. Some labor unions may be 
caught in the drag-net, along with 
commission men and perhaps whole- 
sulers and processors. Administra- 
tion drive to reduce food costs should 
have popular fall campaign appeal. 





What Investors Must Know 
Today 





(Continued from page 149) 


moreover, that any important steps 
toward placing this country on a 
war footing will be taken without 
acknowledgment that a state of war 
actually exists. Not only would such 
action probably be unnecessary, as 
pointed out earlier, but would be 
politically unfeasible. There is no 
blinking the fact that war measures 
in a democracy—specifically, the 
measures already provided for in 
our own Mobilization Plan as now 
drafted and on file in Washington 
(Macazine oF WALL Street, De- 
cember 2, 1939)—are dictatorial. 
That such measures could be put 


into effect in this country in the | 
absence of genuine emergency—that — 
is, war—is inconceivable. And our | 
embroilment in war prior to next | 
fall’s elections at the earliest seems 
highly improbable. 


7. In the event of Government © 
control of business and limitation of © 
profits, whether in the near or dis- 
tant future, what would be the best 
general policy for investors?—Should © 
this country become engaged in war | 
and should it be deemed necessary, © 
as it undoubtedly would be, to limit 
profits and to place certain other 
restrictions on business and invest- 
ment, the best and only policy for 7 
investors would be to “take it and 7 
like it.’ Not that they would be — 
left much choice in the matter but, 
purely apart from patriotic consid- | 
erations, undue cleverness under the — 
circumstances might yield decidedly 
negative dividends. Modern war is 
totalitarian, the entire population, 
including investors, being required — 
to do its part. 

This is no bar, of course, to at- 
tempting to place one’s affairs in the — 
most advantageous possible position 
beforehand. It would certainly not 
be out of keeping, if war leomed, to | 
take such steps as appeared neces- 
sary to safeguard income or, for that 
matter, to enter into frankly specu- — 
lative commitments wherein profit 
prospects hinged on the war situa- 
tion. Thus, if a general industrial © 
revival were anticipated, purchase 
of second grade heavy industry or 
rail bonds might prove profitable on ~ 
the grounds that, though profits 
were to be limited, a concern would | 
be at least permitted to earn its fixed 
charges. 

Needless to say, most of the™ 
foregoing questions call for more _ 
comprehensive answers than space 
limitations of a short article permit. 
Virtually each one properly requires 
an essay in itself, and even then it is 
doubtful if all possible contingencies | 
involved could be thoroughly cov- 
ered. By and large, perhaps the best” 
advice that can be rendered invest-| 
ers today is to exercise even greater 
vigilance than investment manage) 
ment ordinarily requires and, in at 
tempting to anticipate the future, to) 
avoid, insofar as possible, fixed pre" 
conceptions. Investment policy must” 
be a flexible thing at all times but 
that requirement was never mor 
fundamental than it is today and 
will be in the future. 


When doing business with our advertisers kindly mention THE MAGAZINE OF WALL STREET 
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